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Be Objective... 


In our opinion, investment should be objective. [t should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate ... then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth ... then design 


your fund that way. 


Plan your investment fund to accomplish your purpose . . . be 


objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 


MONTREAL NEw YORK LONDON, ENG. VANCOUVER VICTORIA WINNIPEG CALGARY 
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BOSTON, MASS. 
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Loss-of-staff insurance 


How much has it cost you to recruit and 
train the right manager, the right accountant 
and the right bookkeeper for the special require- 
ments of your firm? Are you running the 
risk of losing valuable and hard-to-replace as- 
sistants by failing to provide them with the 
up-to-date equipment needed for modern book- 
keeping? 

The Olivetti Audit 302 provides insurance a- 
gainst staff restlessness and loss of personnel. 
Your staff's abilities are no longer at the serv- 
ice of the machine; the machine is at the 
service of their abilities -with the Audit 302. 


Olivetti 
Audit 302 
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Olivetti (Canada) Ltd. - Toronto 

237 Yonge Street - Tel.: EMpire 2-2781 

ACCOUNTING SYSTEMS DIVISION 

22 King Street West - Tel.: EMpire 2-2695 
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What your family won’t get... 


When you die your family won’t get your whole 
estate. There will be heavy last expenses; bills will 
have to be paid; there may be succession duties and 
business taxes. But life insurance can pay these last 
expenses and taxes and help preserve your estate 
for your family. 


Is your present life insurance adequate ? 


Let the Sun Life Representative in your district 
help you to protect your family. 


SUN LIFE ASSURANCE COMPANY OF CANADA 


Coast to coast in C 
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ACCO BINDERS 
FOR BUSINESS 
MACHINE 
FORMS 





Talk 

@ PRONGS FOLD FLAT... rotrud- © Genuine Pressboard i black, 
ing posts or humps to hind ‘aor Gee or green, blue. “— — Burro 
stacking ° covered with canvas or alone 
© Covers of RUGGED GENUINE PRESS- se ag ome grain cloth. ’ 
BOARD or HEAVY BINDER BOARD. e Expand to several inches thick. figure: 
© Full range of stock sizes. you n 
ACCO PIN PRONG BINDERS COST LESS, SERVE BETTER! Team 
Ask your stotioner for ACCO "9000" Binders, or. write direct to aa 
] 
throu; 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IN U.S.A.—ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 
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HOW ADVANCED CAN YOUR DATA PROCESSING GET? 


Let Burroughs Punched-Tape Input Equipment show you 


Talk about advanced data processing! The 
Burroughs Sensimatic Accounting Machine, used 
alone, quickly and accurately turns your daily 
figures into the comprehensive hard-copy records 
you need. 


Teamed up with the Burroughs Tape Perforator, it 
simultaneously and automatically translates proved 
data into punched tape, which may be processed 
through your own electronic computer or at a 
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computer service center. It’s that fast, simple and 
efficient. 


Whether your particular problem calls for punched- 
tape input equipment, accounting machines or 
giant electronic computer systems, you can bank on 
getting the exact help you need from Burroughs’ 
full range of advanced data processing equipment. 
For details, call or write Burroughs Adding Machine 
of Canada, Limited. Factory at Windsor, Ont. 

Burroughs—TM. 


Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” 











CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 
LEGAL COUNSEL 
in CORPORATE EXECUTOR 
Sooner or later all members of this 
team will be called on for advice 


and counsel. p 
ESTATE Particular skill is required where a 
family business or a private company j 












FRESE EME Be 


is concerned. 
National Trust Co. is always ready i 
PLAN ye f EG to co-operate by drawing on a vast f 
experience in practical estate adminis- P 
tration. E 


Our trust officers will be glad to 

' contribute at any time to discussions ; 
on this important subject. | 

Marne | 


20 KING STREET EAST, TORONTO, ONTARIO 
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THE AFFAIRS OF: 


When filled out, this booklet becomes 

a complete, convenient record of all matters 

concerning your client’s estate— 

location and dates of documents, insurance 

policies . . . what securities are held, etc. 
In the event of the client’s death, 

or in an emergency arising during 

his absence from home, the booklet tells 

you and his family all you need to know 

to be able to act swiftly and effectively. 
For free copies, simply ask the manager 

of any Bank of Nova Scotia branch, 

or write 



















The BANK of NOVA SCOTIA 


General Office: 44 King Street West, Toronto 
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J. W. VAIR, C.A. (page 333) 

The auditor’s professional success 
depends to a considerable degree on 
how efficiently an audit can be per- 
formed. In “Planning in a Public Ac- 
countant’s Office”, James W. Vair 
presents some of the techniques em- 
ployed by production control depart- 
ments in industry which he has found 
can be adapted to the orderly appli- 
cation of auditing procedures of a 
professional accourting practice. 
“While the responsibilities of a plan- 
ning department in a manufacturing 
concem are not strictly analagous to 
the production problems in a public 
accounting firm”, Mr. Vair writes, 
“the techniques employed in the 
scheduling function can be usefully 
adopted to meet specific planning 
needs.” The author concludes the 
article with six tangible benefits 
which may be said to accrue from 
systematic planning of engagements. 

Mr. Vair is a partner in the Toronto 
office of Thorne, Mulholland, How- 
son & McPherson and the theme for 
his article results from his activities 
in the systems division of the firm. 
He was admitted to membership in 
the Institute of Chartered Account- 
ants of Ontario in‘ 1951 and is also 
a member of the Society of Industrial 
and Cost Accountants. 


J. F. HAYES (page 311) 

Many things go into the making of 
an annual report such as layout, type, 
pictures and carefully constructed 
text, but to survive the ordeal of its 
preparation with any degree of 
equanimity, writes John F. Hayes in 


his article “Organize Your Annual 
Report”, one must concentrate first 
and always on the organization of the 
material. The author believes that the 
annual report responds to careful 
planning more than any other piece 
of business literature and its creator 
should define beforehand what a 
good annual report is supposed to 
do and his part in achieving this 
end, or he will be in for considerable 
trouble. 

Mr. Hayes is a vice-president of the 
Southam Company Limited and has 
had wide and varied experience in 
the printing, advertising and publish- 
ing fields. He joined the firm in 1940 
and in 1947 was appointed vice-presi- 
dent and general manager of Southam 
Press, Toronto. From 1950 to 1956 
he held the same position in the com- 
pany’s Montreal offices and was then 
appointed vice-president in charge of 
all printing divisions. He has de- 
signed and written several of the com- 
pany’s prize-winning annual reports, 
including one which was cited by The 
Financial World, New York as the best 
annual report of the year for all Can- 
ada. As for his interest in writing, 
Mr. Hayes has produced in the past 
ten years six Canadian historical 
novels for youth, two of which have 
won the Governor-General’s Literary 
Award as the best Canadian young 
people’s book of the year. His books 
are in widespread use in Canadian 
schools and have also been published 
in the United States, England and 
West Germany. 


A. CARL TIETJEN, C.P.A. (page 316) 
Increasingly, the accountancy pro- 
fession is going to be faced with 
new challenges, new opportunities 
and new responsibilities and, in 
“Changes in Public Accounting”, A. 
Carl Tietjen lists 26 specific questions 
which the auditor should be able to 


Continued on page 296 
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A. J. Billes, President, Canadian Tire Corporation Limited 


“Moore forms make it easy to guarantee our tires” 


A NEW SYSTEM GIVES CANADIAN TIRE MACHINE CONTROL OVER HANDWRITTEN RECORDS 


To help them give better service to their cus- 
tomers, Canadian Tire Corporation initiated a 
simplified method of handling tire guarantees. 
The company now has automated control over 
records from more than 165 retail stores. Pa- 
perwork has been cut, copying errors elimi- 
nated and a serious filing bottleneck broken. 


The backbone of the system is the guarantee 
It is filled out by the customer 
when he buys the tire. It provides, in one 
writing, copies for every office use. One of 
these is a card that is later punched for use 
in IBM sorting machines. Filing is faster, more 
accurate and, in the case of an adjustment, the 


form itself. 


Build control with 


card can be found immediately. The guaran- 
tee is a 3-part Moore form, the company’s 
control in print. 

Moore Business Forms can solve system 

problems for any business, small or large. It 
need not be costly. To find out how this might 
benefit your company, write to the nearest 
Moore office. 
Moore Busi Forms Ltp.* * 856 St. James St. 
West, MontrEAL * 7 Goddard Avenue, Toronto 15 
* 711 Erin Street, Winnipec * 296—12th Ave. East, 
VANCOUVER * Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean 


and Central America. Wook 
* Division of Moore Corporation, Limited Ye 


MOORE BUSINESS FORMS 





Can an Accountant 
Help his Clients 
Increase Sales 
Volume? 


Indeed he can — and he doesn’t 
have to join the sales force to do 
it, either! 

It’s perfectly logical. Your client’s 
sales volume is often limited by his 
working capital. And much of his 
liquid assets may be tied up in ac- 
counts receivable. Result: he has 
no spare cash to carry new cus- 
tomers. 

But you can advise him on how to 
turn those accounts receivable into 
cash, enabling him to _ increase 
sales, to accept larger orders from 
existing customers, and to finance 
the extra volume that new custom- 
ers will bring. How? Through 
the services of Canadian Factors. 


HERE'S HOW WE HELP: 

° We buy your client's accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 

We guarantee payment 100% — 
once we've bought his accounts, 
the credit risk becomes our worry. 
We free your client from making 
credit decisions — he's able to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense and 
trouble of his accounts-receivable 
bookkeeping, credit, and collec- 
tion departments. 

Perhaps these services could be of 

great help to some of your clients. 

If you’d like to discuss the advan- 

tages of factoring with them, and 

you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 

Frozen Accounts.” 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


423 Mayor Street, 
Vi. 9-8681 
Established in 1931. 


Montreal 
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answer if he has a thorough under- 
standing of his client’s business. 
These questions deal with employee 
attitudes, mechanization, customer 
relations and matters of finance. This 
article is reproduced from the May 
1958 issue of The Journal of Account- 
ancy by kind permission of the 
Editor. 

Mr. Tietjen is a partner in the New 
York office of Price Waterhouse & 
Co. and a former lecturer in advanced 
accounting at Washington University 
in St. Louis. He is a member of the 
American Institute of Certified Public 
Accountants, the New York State 
Society of CPAs and the American 
Accounting Association. 


G. H. COWPERTHWAITE, C.A. (p. 325) 


Many articles have been written 
on what data processing can do for 
large companies, but, in “Data Pro- 
cessing for the Smaller Company”, 
Gordon H. Cowperthwaite sets forth 
what the future holds for smaller 
business and how service bureaus will 
play an increasingly important part in 
helping to solve some of the problems 
with which small firms may be con- 
fronted. In his article, the author 
reaches the conclusion that, as the 
cost of clerical assistance continues to 
climb and business becomes more 
competitive, the smaller firm cannot 
afford to overlook the field of data 
processing so as to get the most out 
of its administrative dollar and keep 
costs within economical limits. 


Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Co. and in charge of its 
Canadian management controls de- 
partment. He was admitted to mem- 
bership in the Institute of Chartered 
Accountants in England and Wales in 
1949 and became a member of the 
Institute of Chartered Accountants of 


Continued on page 298 
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*This keyboard entry Whether the problem is addition, subtrac- 
check dial is provided tion, multiplication or division, touching just 
only on the Marchant, one wrong key in the keyboard can lead toa 
among all American- wrong answer. That is why, on other types 


of calculators, the keyboard is a danger 
zone that constantly threatens figurework 
accuracy. Wrong answers increase figure- 
work costs... and errors can be costly! 


But with the Marchant calculator it’s dif- 
ferent. On a Marchant, the keyboard zone is 
a safety zone! Only on a Marchant* do you 
get straight-line, keyboard-dial proof of ac- 
curacy. You can see every entry at a glance. 
Marchant’s visible proof of right entries 
means you can be confident of right answers! 

Ask the local Marchant Man to show you 
how this accuracy insurance can save you 
from expensive errors, cut your figurework 
costs, and boost figurework output. Or, write 
on your letterhead for full information. 


MARCHANT CALCULATORS, LTD. 


26 DUNCAN ST., TORONTO 2-B, ONT. 


made calculators. 


Modern Management Counts on Marchant 








In 
your 
client's 
interest 


North American Life 
will be glad to work with you in 
estate planning which involves: 


® individual annuities 
© group pension 

© business insurance 
® succession duties 


The Company has also intro- 
duced a Retirement Savings Plan 
with variable premiums and 
eligible for tax relief under 
Section 79B of the Canadian 
Income Tax Act. You are invited 
to compare its advantages for 
your own personal information 
and for the information of your 
clients. 


Write or telephone the North 
American Life office nearest you. 


Branch Offices 


In principal cities throughout 
Canada 


Head Office 


Toronto 1, Canada 


North American Life 


Assurance Company 
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Ontario in 1954. Formerly engaged in 
management consulting work in Eng- 
land, the West Indies and the Far 
East, he headed a team engaged by 
the United States Government to visit 
Formosa in 1952 to effect improve- 
ments to the accounting systems of 
the Chinese Nationalist Government. 
In 1954, he obtained extensive experi- 
ence in the United States on US. 
methods of control and electronic 
data processing. 


C. K. MacGILLIVRAY, F.C.A. (page 341) 


In this issue we welcome back to 
our pages an author whose last article 
appeared in April 1955 but who, for 
the past two years, as chairman of 
the Editorial Board, has taken a keen 
interest in the affairs of the journal. 
Cameron K. MacGillivray’s article 
deals with the question of “The Small 
Store: Cash Control” and is the 
third in a series which will be pub- 
lished early next year as a brochure. 
Every year thousands of small store- 
keepers risk their money in starting 
new businesses or maintaining old 
ones. An awareness of some of the 
problems that they are likely to face 
and the possible consequences result- 
ing from unforeseen blunders may 
mean the difference between success 
and failure. 

Mr. MacGillivray is a partner of 
Chagnon and MacGillivray of Hamil- 
ton. He is also active in a number of 
organizations including the Public 
Accountants Council of Ontario of 
which he is secretary; the Chartered 
Institute of Secretaries; and the Can- 
adian Tax Foundation of which he is 
a Governor and member of the 
executive. He has been a member 
of the Institute of Chartered Account- 
ants of Ontario for the past 30 years 


and was made a Fellow of the Insti- 
Continued on page 300 











|The buyer 


When your clients ship, title passes, 


and their credit risk begins 


At the time of shipping, your clients create an account receivable .. , 
and unless they have credit insurance... their insurance protection 
ceases. They lose control of the asset because title of the merchandise 
has passed. It is sound to insure while they own it. It is equally sound 
to insure when their customer owns it, and owes them for it. Aggressive 
executives, through American Credit Insurance, continue protection 
of working capital and profit invested in receivables. It is an important 
tool for constructive credit management. Our booklet on the many 
ways credit insurance contributes to financial security and sales 
progress should interest you. Write AMERICAN CREDIT INDEMNITY 
ComPANyY of New York, Dept. 63 Montreal, Quebec, Sherbrooke, 
Toronto, Hamilton, Woodstock or Vancouver. 


Protecting capital and profit invested in 
accounts receivable is the primary function 
f American 
Credit Insurance 


ANY ACCOUNT. ..NO MATTER HOW GOOD... IS BETTER WITH ACI 
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Indispensable . . . 
Accountants 


Handbook 


The authoritative key to 
sound principles, success- 
ful practice over the en- 
tire field of commercial 
and financial accounting. 
4th Edition of this world- 
famous guide offers ex- 
pert advice for everyone 
who uses accounting in- 
formation or helps to pre- 
pare it. 


29 BIG 
SECTIONS 


Public accountants regularly consult the 
Handbook in planning and executing 
audits, in undertaking systems work, in 
deciding important questions of policy 
and precedent. Accounting Personnel and 
staff accountants refer to it for sure 
guidance on fundamentals, terminology, 
form and procedure — for clear co- 
ordination of accepted theory and prac- 
tice. Treasurers and Controllers rely on 
this book in maintaining efficient con- 
trols; cutting organization costs for per- 
sonnel, records, machines; coordinating 
work of accounting and other depart- 
ments. 


Rufus Wixon, Editor; Walter G. Kell, 
Staff Editor; with a Board of 28 Con- 
tributing Editors, 407 ills. tables; 
1,616 pp., 6x9 $15 


Other RONALD Handbooks include: 


Cost Accountants’ Handbook. Edited 
by Theodore Lang. 556 ills., 
RINSSUN Soe BIE castes satoscastassnacscscaes $12 


Financial Handbook. Edited by Jules 
I. Bogen. 139 ills., tables; 1,289 
pp. 3rd Ed., Rev. Print 


Office Management Handbook. Edited 
by Harry L. Wylie. 250 ills., 900 
pp. 6 x 9, 2nd Ed. Oct., 1958 


——USE COUPON TO ORDER-—-~ 


Please send books checked below: 

] ACCOUNTANTS’ HANDBOOK, 4TH ED. $15 
Cost ACCOUNTANTS’ HANDBOOK . 12 
FINANCIAL HANDBOOK, 3RD ED., 

I: I nig ey, 

(C1 OFFICE MANAGEMENT HANDBOOK, 

2ND Ep. 2 

Enclosed find remittance in U.S. funds. 


Address 

Citv 

THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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tute in 1953 for distinguished service 
to the profession. 


EDITORIAL (page 309) 

The suggestions put forward by 
R. Douglas Thomas in “Choosing a 
Career in Industry” make this month’s 
editorial challenging reading. Pre- 
paring for a career in management no 
less than for a future in public prac- 
tice means recognizing the need for 
a broadened outlook, vision and 
imagination. The approach Mr. 
Thomas outlines is designed to meet 
this need. 

The author’s ideas are based on his 
work as director of training for the 
ten Canadian offices of Riddell, Stead, 
Graham & Hutchison as well as his 
teaching experience in British Colum- 
bia. From 1952 to 1956 he was assist- 
ant professor of accounting in the 
Faculty of Commerce and Business 
Administration, University of British 
Columbia, during which time he 
wrote two books “Budget Manual for 
British Columbia Municipalities” and 
“Practice Set in Primary Accounting”. 
In 1956 he joined Riddell, Stead, 
Graham & Hutchison and a year later 
became a partner of the firm. He 
obtained his certificate in chartered 
accountancy in 1950 and is a mem- 
ber of the Institutes of Chartered Ac- 
countants of Ontario and British 
Columbia. He is also a member of 
the Institute of Public Administration 
of Canada and the Canadian Institute 
of International Affairs. 


Forthcoming Features 


CANADIAN ACCOUNTING AND S.E.C. 


ORGANIZATION OF AN INTERNAL AUDIT 
DEPARTMENT 
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C.I.C.A. Elections 

John L. Helliwell of Vancouver was 
elected president of the Canadian In- 
stitute of Chartered Accountants at 
the 56th annual meeting on Septem- 
ber 15 in Montreal. He succeeds 
James A. de Lalanne of Montreal. 
Other officers elected are: James G. 
Duncan, first vice-president; John A. 
Wilson, second vice-president; George 
W. Hudson, John Hyslop and James 
W. Abbott, regional representatives; 
Douglas A. Ampleford, treasurer; E. 
Michael Howarth, executive secre- 
tary. 
Governor General's Award 

Norman P. Le Blanc of Montreal 
was presented with the Governor- 
General’s gold medal for achieving 
the highest average standing in Can- 
ada on the uniform final examination 
of the Provincial Institutes of Chart- 
ered Accountants. The award was 
given at the annual conference of the 
Canadian Institute by Robert N. A. 
Kidd, chairman of the Board of Ex- 
aminers-in-Chief. Winner of the 
C.I.C.A. silver medal for second place 
in the final examination was John H. 
Alpaugh of Hamilton, Ontario, while 
the C.I.C.A. silver medal for the high- 
est standing in the intermediate ex- 
amination went to J. Bernard Baum 
of Toronto. 


Tax Foundation Report 

Reporting on July 31 to its two 
sponsoring associations, the Canadian 
Tax Foundation states that it now has 


an individual membership of 1652 
and a corporation membership of 489. 
In addition, some 300 corporations 
make association contributions to the 
Foundation. 

The annual tax conference will take 
place in Winnipeg on November 13, 
14 and 15. Topics to be considered 
include a study of the annual process 
of tax changes, viewed from the legis- 
lative, departmental and public view- 
points, and an exploration into the 
problems of education and highways 
financing by the different levels of 
government. Some 15 panel sessions 
will discuss real property assessment, 
taxation of employee benefits, estate 
tax, tax avoidance and evasion, and 
foreign taxation. Hon. Donald M. 
Fleming, Minister of Finance, will be 
the guest speaker at the evening ban- 
quet. 


World Bank 

The International Bank for Recon- 
struction and Development ended its 
fiscal year on June 30 with a net in- 
come of $42 million, an increase of 
$6 million over the previous year. 
During the year the bank made 34 
loans in 19 countries amounting to a 
total of $711 million. Last year loans 
of $388 million were made in 15 coun- 
tries. 


Women Accountants Meet 

The 18th joint annual meeting of 
the American Women’s Society of 
Certified Public Accountants and the 


American Society of Women Account- 
Continued on page 304 
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No Typing! 


No Transcription 
Errors! 
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No Messy 
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No Extra Help 
Needed During 
Tax Season! 


Now you can greatly reduce your tax season workload 
and clerical costs by using Copyflex copying machines 
to eliminate typing and proofreading bottlenecks. 
Here’s how the remarkable Copyflex method works: 

You start with translucent tax return and schedule 
forms, identical with standard forms but printed on 
one side only. Fill in these forms as usual with pen, 
pencil, or typewriter. Then make any number of sharp 
copies in seconds—at a cost for materials of approx- 
imately a penny for each 8!/ x 11” size. There’s no 
chance for transcription errors, no need for costly 
checking and retyping—if the work is right, the 
copies must be correct! 

Anyone can operate a Copyflex machine... no 
special operator is needed. And, in the average 
accounting firm, a Copyflex machine pays for itself in 
one tax season. Moreover, Copyflex can be used the 
year around for audit reports, monthly financial 
statements, and for many other reports. 
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ants will be held from October 8 to 
11 at the Hotel Statler, Detroit. These 
two professional organizations are 
celebrating their 25th and 20th anni- 
versaries, respectively. 


Institute on Taxation 

The Fifth Annual Institute on Tax- 
ation, sponsored by the Texas Society 
of Certified Public Accountants with 
the cooperation of the University of 
Houston, took place at the Univer- 
sity of Houston on September 22 to 
24. 


In Parliament 

On July 29 the House of Commons 
passed a bill to amend the Financial 
Administration Act. The objects of 
the bill, according to Hon. Donald 
Fleming, Minister of Finance, are: 
first, to authorize the treasury board 
to make regulations for the deletion 
from the government’s books of small 
debts of $25 or less; secondly, to clari- 
fy the circumstances under which 
special Governor General’s warrants 
may be used and to provide an op- 
portunity for prompt Parliamentary 
consideration of those warrants when 
they are used: thirdly, to permit a 
Crown corporation, with Ministerial 
approval, to pay all or part of its 
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money into the consolidated revenue 
fund to be held for it by the Receiver 
General. 


In the News 

GeraLcp E. Martin, C.A. (NS.), 
has been appointed a director of the 
Canadian Overseas Telecommunica- 
tion Corporation, it was announced 
by Hon. George Hees, Minister of 
Transport. 

Rosert M. CLeMENTs, C.A. (Sask. ), 
has been appointed a consultant in 
hospital accounting to the Depart- 
ment of National Health and Welfare, 
it was announced by the Minister, 
Hon. J. Waldo Monteith, F.C.A. 
(Ont. ). 

Dr. CiLaupE M. IspisTeR has been 
appointed Deputy Minister of Fi- 
nance, to succeed Dr. A. K. Eaton 
who resigned in July. 

Hersert R. Batts has been ap- 
pointed comptroller of the Treasury, 
according to an announcement by 
Hon. Donald Fleming, Minister of 
Finance. 

J. H. Moore C.A. (Ont.), has been 
elected president of John Labatt 
Limited, London. 

R. L. B. Joynt, C.A. (Ont.), is the 
newly elected president of National 
Office Management Association, To- 
ronto Chapter. 
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INDUSTRIAL 
DEVELOPMENT 
BANK 


announces that 
the Toronto Branch is now 
occupying and operating from 
the new offices at 


250 UNIVERSITY AVE. 
TORONTO | 
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CORRESPONDENCE . 


Gas Accounting 

Sir: It is pleasing for me, as chairman of 
the Accounting Section of The Canadian 
Gas Association, to note increasing inter- 
est in gas utility accounting in Canada as 
evidenced by the article “Special Features 
of Gas and Electric Utility Accounts” by 
Walter C. Howard in your August issue. 

Perhaps you would be interested in a re- 
action to the article. 

I suggest first that the starting assump- 
tion is incorrect when Mr. Howard says 
that “the purpose of regulation is to limit 
the return to the proprietors” and also that 
the gas “utility enjoys a monopoly”. 
From our experience we believe that 
the purpose of regulation is to ensure “fair 
and equitable rates to all classes of cus- 
tomers and a fair return to investors”. We 


often wish that we enjoyed a monopoly 


without competition from electricity, oil, 
coal, propane, and wood for every use of 
gas and that we could price our gas so as 
to earn the indicated allowable return. 

In general, I can agree with the sugges- 
tion of a third dimension to the accountant’s 
thinking but not to the suggestion that the 
accountant should serve all “three masters” 
—the shareholder, Minister of National Rev- 
enue, and the regulatory body. I agree 
that “There is no uniform system of ac- 
counting for regulated utilities’ and with 
the exception of Alberta and British Co- 
lumbia know of no prescribed system of 
accounts. Even if there were, and if a 
question arose as to whether good account- 
ing principles or regulatory requirements be 
followed (assuming a difference), I would 
expect a professional accountant to certify 
statements on accepted accounting prin- 
ciples rather than following requirements of 
regulatory authorities, just as is done with 
statements for income tax purposes. 

It also occurred to me that the author 
might like to know of developments out- 
side Alberta. 

To my knowledge no gas utility com- 
pany operates in more than one province. 


One holding company in the West does 
have operating subsidiaries in more than 
one province but, as each subsidiary is a 
separate corporate entity, no regulatory 
problems are created. 

While it may be true in areas close to 
natural gas sources that “the selling price 
of the service depends to a large degree 
on the value of the company’s fixed assets” 
this is not true for most of Canada where 
competitive prices of other fuels deter- 
mine the price at which natural gas ser- 
vice may be sold. As most of Canada is 
relatively distant from natural gas sources 
and within easy access of water and pipe 
line oil transport and _hydro-electricity, 
rate regulation of gas utilities is replaced by 
rate setting for fairness between classes of 
customers. Evidence of this observation is 
the lack of any recent established rate of 
return and rate cases for gas utilities in 
Manitoba, Ontario and Quebec. Increas- 
ing set rates may bring short run revenue 
increases but may not bring increased rev- 
enues over the long run, as many manu- 
factured gas properties can testify. 

Modern utility practice discards the orig- 
inal cost concept which the author indi- 
cates must be used. If he examines the 
Uniform Classification of Accounts, de- 
veloped by the Board of Transport Com- 
missioners for railways and oil transmis- 
sion companies, he will note that no ac- 
count has been included for “plant acqui- 
sition adjustment” otherwise needed. I 
understand the reason for adopting original 
costing in the United States concerned 
abuses in the ’20’s and ’80’s through pyra- 
miding. With the highly competitive fuel sit- 
uation in Canada now, such abuses are un- 
likely so that normal acquisition costs, as in 
other industries, are used. 

As part of the development of accounting 
in the gas industry in Canada, an Account- 
ing Standards Committee has been formed 
within the Canadian Gas Association. 

F. W. Hurst, C.A. 
Toronto, Aug. 25, 1958. 
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‘*Friden certainly keeps figures right up to date!” 


All automatic Friden calculators clear automatically after 
each calculation! When you’re working for speed, accuracy and 
more and more profits, work with a Friden. Payrolls, inventory, 
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wasted time positioning the carriage—it re-positions automatically ! 
Save time—and money. See this for 

yourself: Friden does more opera- 

tions without operator decisions than 

any automatic calculator. 

FIGURES FASTER 


Learn more about the time-saving 
Friden—{ priced much lower than 
you'd think !) Write or phone 

for a remarkable 15-minute 
demonstration. No obligation 

of course. 


Sales and Service across Canada 
JOSEPH MCDOWELL SALES LTD., CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-6833 


wae Montreal Kingston Quebec Calgary Vancouver 
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CHARTERED TRUST 


offers you these six convenient services: 


. SAVINGS ACCOUNTS 
— with interest at 314% paid twice yearly 


- GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also Guaranteed 
Savings Certificates redeemable at any time 
. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 
EXECUTOR OF WILL 
— Details and estimate of cost without obligation 
. CUSTODIAN FOR STOCKS, BONDS, INVESTMENTS 


— All services necessary in management of financial affairs 


. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting office space 


Please write or phone for full information and free literature 
on these and the many other Chartered Trust services. 
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Head Office 
34 King Street W., Toronto, Ontario 
2972 Bloor St. W. 20 St. Clair Ave. W. 1518 Bayview Ave. 
Toronto Toronto Toronto 
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Editorial 


CHOOSING A CAREER IN INDUSTRY 


For THOSE wHO decide on a career in industry, whether from inclina- 
tion, special talents or lack of the qualities needed in public account- 
ing, a marked distinction in outlook is necessary due, primarily, to 
the fact that almost all the training that chartered accountants receive 
is directed to the practice of public accounting. While it is not 
practical to set down in detail all the steps to be taken by a chartered 
accountant planning to go into industry or the pitfalls of which he 
should be made aware, perhaps some general advice can be offered. 

A young chartered accountant, after obtaining his certificate, 
would benefit from at least a year or two in practice for a critical 
self-examination on where he wants to go and what qualities he has 
or must develop to ensure a successful future in his chosen field. 
Usually it is much easier to move from public to industrial account- 
ing than it is to return to public practice from industry, so that, 
before making a move, some introspection must take place and any 
decision be arrived at only after sober and mature consideration of 
as many facts as it is possible to garner. 

Before making any change, the new graduate should discuss his 
future with the partners of his firm who know the abilities of their 
staff and, for the most part, follow their careers with interest. He 
should also consult with industrial accountants who are aware of the 
qualities needed and the problems involved in the change from public 
to industrial accounting. He is now presented with a vital issue. Al- 
though the opposing principles have been put forward with authority, 
the decision on which road to follow is a purely personal matter. 
Given certain facts, the young chartered accountant has to reason 
things out for himself based on what he hopes to achieve in life. 

In considering the aptitudes he should have or qualities he 
should develop, one of the most difficult problems that a new char- 
tered accountant experiences in the change to industry is that of fitting 
in smoothly with an existing group of people and learning what is 
expected of him in order to contribute effectively in his new employ- 
ment. This usually means that he must become part of a team where 
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some of the precision and style of his public accounting training 
has to be submerged in favour of the speed and informativeness 
needed for the intelligent formulation of management policies. He 
should be prepared to acknowledge that, in many circumstances, 
production, personnel, sales and other demands may be more import- 
ant than cost or financial considerations. Above all, he should develop 
a “forward look” in contributing to management planning. He : 
must be part of the dynamics of an ever-changing business climate, 
not merely a recorder, presenter or adviser. If he is to be called 
upon to manage a large staff, he can fall down badly through in- 
ability to control it efficiently so that he should seek to acquire, from 
an early stage, a sound knowledge of staff relations and psychology. 
This will, of course, be additional to his regular work but will yield 
considerable results as his career in industry progresses. 


The industrial and commercial fields are so wide, their oppor- 
tunities so varied that a young chartered accountant should learn 
everything he can about different types of industries and all that 
commerce has to offer. He should read current literature — news- 
papers, trade magazines, financial journals — and give thoughtful 
attention to current economics, all of which constitute important 
elements in the profession. He needs to appreciate that in industry 
one of the principal objectives of accounting, in general, must be to 
serve management. This involves the development of techniques 
which will enable management to keep its fingers on the pulse of the 
company in day-to-day decisions. Many of the qualities which the 
chartered accountant going into industry must develop are, of course, 
required of those who remain in practice. They are, however, de- 
veloped at a stage later than that at which the young accountant 
usually bids farewell to his career in practice to make his mark in 
industry. 

As he proceeds up the ladder of responsibility, a chartered ac- 
countant in industry finds that he is learning and using those in- 
tangible combinations of leadership qualities euphemistically referred 
to as the “art of management”, and that he is using less the tech- 
nical and professional arts that were so much a part of his life in 
public accounting. Nevertheless, he should always remember that the 
breadth of experience he gained in his public accounting days can be 
of great value to him in helping to achieve a proper perspective and 
to appreciate the often conflicting demands of the many technical 
specialities which management must keep in harmonious balance. 


Many newly qualified chartered accountants accept industrial 
appointments shortly after qualification and before they are sufficient- 
ly matured by experience. One of the responsibilities and challenges 
facing all members of the profession is to encourage and prepare 
future chartered accountants to be leaders in industry as well as in 
public accounting. This is not only a professional responsibility, it is 
in the intelligent self-interest of all chartered accountants. 





































































Organize 


Your Annual 


Report 


JOHN F. HAYES 


WHEN you ARE charged with the task 
of producing an annual report, or 
compiling the data which will con- 
stitute the report, heed first and al- 
ways the organization of your ma- 
terial. The annual report responds 
to careful organization perhaps more 
than any other piece of business 
literature. 

An orderly approach to the annual 
report smooths out most of the 
stumbling blocks that throw the office 
into a tizzy at report time. It cuts 
down on midnight oil, preserves al- 
ready harried nerves for another day, 
and, most important, results in a far, 
far better report than one born in 
confusion and reared in haste. 

Nothing is more disconcerting than 
to have a dozen bulky envelopes 
thrown at you, filled with photo- 
graphs of products, old buildings, 
new buildings, contemplated build- 
ings, technical data, pictures of the 
officers and directors, graphs and 
charts, a half-completed directors’ re- 
port (more to come later), stories 
from the branches, field reports, a few 
of the vital financial statements (the 
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rest will not be ready for two weeks ) 
and scores of other bits and pieces 
from which you are supposed to com- 
pile, within a set time limit, one of 
the most important business books 
your company issues during the 
whole year. 

Do not be perturbed by such a 
state of affairs. No one is sitting up 
nights trying to think of ways to make 
life miserable for you. That is the 
way report material usually arrives, 
because a report sounds the very 
depths of an organization and draws, 
or should draw, ideas and material 
from every segment of its structure. 
It may look mixed up at the moment, 
simply because it has not yet been 
organized. 


Essentials of Organization 

The man who has never sat down 
quietly and defined in his own mind 
what a good annual report is really 
supposed to do, and what he has to 
do to accomplish its mission, is in for 
considerable trouble. 

This is the point where careful or- 
ganization must start, if you are to 
survive the ordeal of the annual re- 
port with any degree of equanimity. 
You must know, first, the essential 
elements of a report, so that you may 
leave out, if necessary, certain ma- 
terial for which you may not have 
room. You should know into what 
pigeon-hole all the bits and pieces 
go for the time being. You can 
select what you want to use later, 
but first you will sort the material 
into five piles. 

Before doing that, however, look for 
a moment at the reasons for the five 
sections. A brief glance into the past, 
and into the growth of annual report- 
ing, will quickly clarify the major di- 
visions. 
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At one time, early in the history of 
annual reporting, it was generally as- 
sumed that all stockholders were pro- 
fessional investors and could readily 
understand conventional accounting 
statements. In the last few years, 
however, the ownership of shares in 
business enterprises has spread far 
beyond this group. 

Today, hundreds of thousands of 
investors are non-professionals and 
are unable to properly interpret con- 
ventional accounting terms and forms. 
The annual report today usually re- 
cognizes this. It introduces simplified 
explanations, and presents interesting 
facts about the company’s plants, 
people and products. Such a report 
will satisfy both groups. 


Financial Data 


The annual report must be a finan- 
cial report first of all. 


The first pigeon-hole is for the es- 
sential element of every annual re- 
port, the summary of the company’s 
financial condition. Into it go the 
balance sheet and all its accompany- 
ing tables. You could have an annual 
report containing only the informa- 
tion required by the Canadian Com- 
panies Act: the balance sheet, state- 
ment of income and expenditures, 
statement of surplus, auditors’ report 
and other financial information that 
may be required by the company’s 
letters patent and by-laws. It would 
be skimpy by today’s standards, but 
could still call itself an annual report. 


Sort this material, then, and put it 
to one side. The remaining four sec- 
tions concern largely the group of 
shareholders for whom the traditional 
financial report is not adequate and 
more information is needed. 
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Management Information 


Inasmuch as an annual report is 
informative and not promotional, it is 
fairly easy to arrive at the sequence 
of certain areas of information and 
present them logically and simply. It 
is useful to assume that the reader of 
the report is a new shareholder who 
knows little or nothing about the 
corporate structure of the organiza- 
tion in which he has invested his 
funds. Keeping this in mind will 
tend to make your whole book 
tidy, in good sequence and order. 


Picture, then, this strange share- 
holder sitting across the desk from 
you, to whom you are reporting. 
Where should you begin? A brief 
summary of the scope of the com- 
pany, its locations, the geographical 
extent of its holdings, together with 
subsidiary companies and their loca- 
tions, seems a natural starting point. 

Remember, this is still a summary. 
You can expand the information later. 
This summary, these facts, addresses, 
locations are put in the second 
pigeon-hole. No photos or frills here. 


Now the shareholder will also want 
to know what sort of men are running 
his company and should be familiar- 
ized with the officers and directors. 
Into the third pigeon-hole goes all the 
information about management: pho- 
tos, biographies, if you use them, all 
information pertaining to the people 
who run the company. 

Following this, you can be sure 
that the new shareholder would like 
to meet the top men, but, failing that, 
to give him the president’s report on 
behalf of the directors is the next best 
thing. This is the fourth category. 


Facilities Facts 


File number five covers the facili- 
ties of the company, and here are put 
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ORGANIZE YOUR ANNUAL REPORT 


all the plant photos, employee data, 
branch information, products, new 
enterprises — all those symbols of 
substance which the non-professional 
investor usually understands far more 
easily than a balance sheet. 

Now you have organized your re- 
port material into five categories into 
which any and all material constitut- 
ing an annual report will fall: 

1. Balance sheet and accompanying 
tables. 
Scope or company set-up. 
Company’s managerial set -up. 
Report of directors. 
Facilities of company. 
With your material in tidy sections, 
you can present it in any way you 
wish, but to gain the praises of the 
experts, stay within those sections as 
you report. Do not drop a pertinent 
bit of financial information in the fa- 
cilities section, and avoid any refer- 
ence to new plants while you are talk- 
ing about the directors. 


GU © bo 


Reporting Sequence 

The logical sequence, used in re- 
ports cited as the best in Canada, 
follows this arrangement: 

1. The scope or company set up — A 
brief, factual presentation of the 
scope of the company, its loca- 
tions, the geographical extent of 
its holdings, its offices in various 
centres, its subsidiary companies 
and their locations. 

2. The company’s managerial set-up 
—The minimum information in 
this area would be a list of the 
directors and officers. It can be 
more informative if a short biogra- 
phy of each is included along with 
his photograph. 

3. Report of the directors — The re- 

port may be brief or comprehen- 

sive, and illustrated by graphs, 
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charts or photographs if such ma- 
terial strengthens or clarifies it. 


. Balance sheet and accompanying 


tables — Here, as in other sections, 
there is elbow room to move 
around. Somewhere in this area, 
preferably at the start, include the 
auditors’ report to the sharehold- 
ers. 
It is also a useful preamble to 
provide a summary of the year’s 
results in brief form, with a com- 
parison to the previous year along- 
side. Such a table can be made 
more interesting by breaking it 
into financial and statistical infor- 
mation. 

Following this comes the essen- 
tial element of every annual re- 
port, the summary of financial 
conditions. The balance sheet, of 
course, is the accepted method. 
Certain financial tables accom- 
pany the balance sheet, and in 
many cases the officers of the com- 
pany add explanatory notes to 
make their financial statements 
more understandable to readers. 

Show the financial information 
in logical order. The new share- 
holder will be most interested in 
how the company fared during the 
current year. The statement of 
income and expenditure, which 
provides this information, should 
be placed first. The statement of 
surplus follows to give him a 
broader picture. These tables, too, 
provide information that make the 
balance sheet more understand- 
able. 

Now comes the balance sheet it- 
self, preceded by any comments 
the directors may care to make. 

The statement of source and use 
of funds should follow the balance 
sheet as supplementary informa- 
tion. At this point in the report, 
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a breakdown of the year’s dollar 
with comparative figures over the 
previous year provides significant 
information at a glance. 

An excellent conclusion to the 
financial section is a comparative 
record of financial and operating 
highlights covering, say, a period 
of ten years. A similar ten-year 
statement of the source and use of 
funds shows the shareholder the 
long-range progress of his com- 
pany. 


. Facilities of the company — Here 
are unlimited opportunities of cov- 
ering the activities and stability of 
the company in a narrative way. 

In this section you may talk 
about products and services, em- 
ployees and new enterprises. Or- 
ganizations of national scope have 
plants, warehouses, offices and 


various other properties located in 


different cities. Such structures 
and the equipment with which 
they are fitted are of interest to 
shareholders generally, and to 
many are the symbols of substance 
on which the company may be 
judged. 

The products of the company, 
and the new improved facilities 
which produce those products or 
services, are rightfully described 
at this point. Plans for the future 
should appear in this section as 
well. 

The interpretation of the facili- 
ties of the company offers a wide 
scope and may include photo- 
graphs of properties, maps of op- 
erations, graphs and numerous 
other devices to depict substan- 
tiality and progress. 

At the risk of repetition, keep with- 
in the five areas of reporting. Other- 
wise you are breaking down the orga- 


nizational plan with which you 
started. Full-colour illustrations will 
not offset the untidiness of him who 
violates what might be called “area 
reporting’. By the same token, a 
simple two-colour report can walk off 
with top honours if it is handled the 
right way. 

Format and Style 

A word now about the physical ap- 
pearance of the report and the writ- 
ing of it — vital factors, by the way. 
Keep the writing informal and friend- 
ly. Ponderous verbiage has no place 
in today’s annual report. Just as its 
name implies, it is a report of the 
year’s operations of a business to its 
shareholders. While there is prob- 
ably some room for expression of 
opinion and forecast, in the main the 
whole tone should be of a reporting 
nature, with little or no promotional 
flavour. It should be simple, sincere, 
easy to read and understand. 

If the theme “report” is kept in 
mind in every phase of design and 
writing, the whole piece is likely to 
be more impressive than if advertis- 
ing techniques were introduced into 
its make-up. 

The material in any annual report 
is essentially the same each year. 
This does not impose any restrictions 
on the designer, providing he keeps 
“area reporting” in mind. It should 
not be difficult for him to present virt- 
ually the same kind of material year 
after year in a fresh and attractive 
manner. 

Watch that tendency to “come up 
with something new”. It may defeat 
the very purpose of the report by con- 
fusing the presentation of facts within 
the five areas. Drift away from this 
basic principle and your report will 
be regarded with a jaundiced eye 
by the judges. 
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ORGANIZE YOUR ANNUAL REPORT 


Remember that the shareholder- 
reader speedily forgets; the “newness” 
is demanded more by the producer 
than the receiver. This is no plea for 
sameness by any means, but sound 
reporting techniques should never be 
sacrificed to any design that imposes 
difficulty in reading and understand- 
ing, no matter how “new” it may 
seem. 


You can make your report simple 
and inexpensive, yet one that still ful- 
fils its proper functions. It can be 
most elaborate and do the same thing. 
The principles outlined here can be 
applied to an 8-pager in one colour, 
or to a 48-pager in four colours. 
Elaborate design, full-colour pictures 
and generally expensive make-up, 
however, will not take the place of 
the proper presentation of the facts. 


A Cooperative Effort 


The basic organization of the an- 
nual report into its five areas, from 
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the moment that your desk is first 
cleared into five files, is going to save 
a tremendous headache as you put 
the report together. Approach the 
job on the strict basis of reporting 
within these areas and you will find 
your report taking on new clarity and 


new decisiveness. It will be well or- 
dered, a reflection of the calibre of 
the business on which it is reporting. 
It will be clearly presented and com- 
pletely documented. 

To provide the information neces- 
sary to such a report needs the co- 
operation of every segment of an or- 
ganization — management, financial, 
sales, production, research, branch 
areas, employees. That cooperation 
should be evident in the pile of ma- 
terial from which the report is start- 
ed. The same mass of facts, at first 
disorganized and some of it perhaps 
irrelevant, contains the substance 
from which top-ranking reports are 
made. All you have to do is organize 
it! 


An Internal Affair 


Extract from a footnote to the British Columbia Packers Limited annual 
report, March 31, 1958: “The value of unharvested oysters if recorded in 
the accounts would more than offset the deficit as shown by the financial 
statements.” 


+ 


* 


Oh! to be an oyster, now that March is here 

B.C. Packers’ statement says “I’m profit clear”. 

But the problem is not easy; if I open up 

And make an eater queasy, will the deficit come up? 


— Contributed 





Changes in Public Accounting 


A. CARL TIETJEN 


Ir 1s BECOMING more and more evi- 
dent that we are living in a period 
of unusual changes in virtually every 
facet of our lives — changes that 
seem to be occurring more rapidly 
than we are accustomed to expect. 
Individuals, firms, professions even 
nations must adjust readily or fall 
behind. As individuals engaged in 
a profession, it is important that 
each of us take time from daily 
work to be aware of these changes, 
to understand the effect that they 
have on the affairs of our clients and 
ourselves, and to translate our under- 
standing into appropriate action. 
Complacency can be as harmful to a 
profession as to national defence. 


The day-to-day changes affecting 
public accounting are many, but 
three postwar developments in par- 
ticular appear to be of deep and 
lasting significance to the profession. 


1. The scarcity and high cost of 
qualified personnel. While many may 
have thought that the short supply of 
accountants was a temporary condi- 
tion, all indications are that it is a 
long-range problem. The next decade 
will undoubtedly bring increased 


population and a greater demand for 
accounting services, but the number 
of people available to work is not ex- 
pected to increase proportionately. 
This means continued pressure to 
cover more ground with relatively 
fewer people. 


2. The substantial improvement in 
clients’ accounting personnel, internal 
accounting controls and records. Such 
improvement has been to some extent 
a natural outcome of the tremendous 
growth in number and volume of 
transactions, which in turn brought 
on an awareness of the mounting 
cost of paper work and created keen 
interest in new mechanical and other 
techniques for meeting the problem. 
There is good reason to believe that 
the improvement will continue in the 
next decade, probably at an accel- 
erated pace. 

3. The demand by clients that 
their public accountants furnish them 
with much more than merely an 
opinion on financial statements. This 
demand has perhaps manifested it- 
self most strongly in the income tax 
field, but it also involves management 
services of various kinds, representa- 
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tion before the SEC‘ and other gov- 
ernmental agencies, and other ser- 
vices. 

The foregoing developments are 
very closely related, and fortunately 
they complement each other in sever- 
al important respects. The shortage 
of personnel means that firms must 
make a greater effort to keep men in 
the profession, thus obtaining more 
experienced staffs. Since relatively 
fewer but better paid men must 
cover more ground their efforts 
should not be dissipated in rendering 
low level services. On the other hand 
the improvements within clients’ 
offices make it possible to perform 
audits with less detailed checking 
and fewer junior accountants. Less 
detailed checking makes the work 
more attractive to personnel and in- 
duces them to remain longer. And 
by reason of having more experi- 
enced staffs public accountants will 
be in a better position to render the 
high level services that clients are 
demanding. 

There is no desire to imply that 
progress has not been made along the 
lines indicated. On the contrary there 
has been a steady trend for many 
years in the direction of more ex- 
perienced staffs, less detailed check- 
ing and greater emphasis on high 
level assistance to clients. Much re- 
mains to be accomplished, however, 
and it is the purpose of this article 
to explore ways and means. 


Personnel 

If relatively fewer people are to 
cover more ground it means public 
accountants must be better qualified 
mentally, better educated, better 
trained and more experienced than 
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ever before. This spells hiring with 
the accent on quality rather than 
quantity, more intensive training, a 
longer average period of service for 
personnel, and more efficient use of 
manpower. The Institute's? activities 
in recent years in acquainting young 
people with the advantages of public 
accounting should help. Perhaps the 
mere passage of time will tend to 
bring better minds to the profession 
as it matures and draws abreast of 
the older professions in prestige. 
Firms with formal staff training and 
on-the-job training programs must im- 
prove them and those that have not 
instituted such programs will find it 
necessary to do so. Institute efforts 
to bring programs within reach of 
small practitioners should be con- 
tinued and broadened. 


What can be done to combat the 
chronic problem of staff turnover — 
to persuade greater numbers to make 
public accounting their life work and 
lengthen the period of service of 
those who do not? Probably the most 
constructive step that can be taken 
in this direction is sincere personal 
interest by the more experienced 
members of the profession in the 
younger people working under their 
direction. This may be in the nature 
of more or less formal counselling, or 
merely being attentive to the personal 
and job problems of younger assist- 
ants. Many successful men in the 
profession today can recall someone 
who helped them through the dif- 
ficult early years, perhaps even dis- 
suaded them from leaving the pro- 
fession. Intelligent criticism is essen- 
tial to the progress of young assist- 
ants; compliments on work well done 
are also important. A comment often 





1In Canada, Canadian Securities Com- 
missions, 





2 The American Institute of Certified Public 
Accountants, 
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heard at the lower staff levels is of 
not being kept advised of firm poli- 
cies and developments. Here again 
the older members can with a little 
effort help immeasurably by passing 
their knowledge along. Occasional 
staff meetings are also valuable. 
Nothing is lost and much may be 
gained by giving assistants a clear 
conception of the opportunities that 
lie ahead, including approximate in- 
comes at supervisory levels. Too 
many promising young assistants 
leave to obtain relatively little addi- 
tional compensation, then realize al- 
most at once that self-development is 
not an integral part of their new 
positions as it was in public account- 
ing. They also find that they miss 
the personal freedom of action that 
public accounting affords in consider- 
able measure. 


In these days of great opportunities 
and rapid advancement a common 
problem is the assistant who feels he 
has failed because he has not reached 
a particular staff level as rapidly as 
one of his contemporaries. Older 
heads can often save this man for 
the profession and at the same time 
help him personally by pointing out 
that a person’s ultimate advancement 
in the profession, not promotion at 
the lower levels, is the important 
factor to keep in mind. The fact that 
the ages of men admitted to larger 
firms range from the thirties to the 
fifties would seem to be the best evi- 
dence to support this point. Of 
course, not all persons who enter the 
profession should make a career of 
it, but to experienced practitioners it 
seems evident that many of those 
who leave do so too quickly for their 
own self-interest. That is, they leave 
before developing their abilities and 
earning capacity to a point where the 


change to a new field is satisfactory 
to them as well as to their new em- 
ployers. 


Audit Efficiency 

While the foregoing measures are 
very important in the long-range 
picture, the most direct method of 
attacking the problem of covering 
more ground with fewer people is 
through greater audit efficiency and 
new or improved audit concepts and 


techniques. 


The improvement in accounting 
personnel, internal accounting con- 
trols and records of companies gen- 
erally has been great in recent years. 
It is not only in public accounting 
that the college trained man has 
come into his own. The same transi- 
tion has occurred during the same 
period in industry with excellent re- 
sults. As mentioned earlier this trend 
also received a strong push from the 
growth in volume of business, which 
practically forced companies to im- 
prove their internal accounting con- 
trols, records and various internal re- 
ports. As a result, today’s public 
accountant, except for very small 
companies, frequently encounters 
well-educated personnel, extensive 
controls, well-kept records and a 
wealth of financial and other in- 
formation. What is the effect on 
his approach? First of all, the old 
“digging” type of examination is 
usually unnecessary, because most of 
the information he needs to review 
is already available or can be readily 
prepared for him by the company 
personnel, Along the same lines the 
need for voluminous work by junior 
accountants in assembling informa- 
tion and checking accounting rou- 
tines is greatly reduced. The public 
accountant in his testing is confronted 
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with the same volume of transactions 
that forced the company to look to 
its controls and techniques. His ulti- 
mate objective—to render an opinion 
on the financial statements—has not 
changed. But the question of how 
much time to expend and in what 
way, in order to arrive at a sound 
basis for expressing an opinion, re- 
quires more study and judgment in 
auditing today then ever before. 


It follows logically that the most 
vital part of auditing today is care- 
ful planning and organization before 
the field work begins. Formerly great 
emphasis was placed on the import- 
ance of review by experienced per- 
sonnel after the work was performed. 
While the post review method still 
has a place in auditing it has been 
to a large extent superseded by the 
conception that experienced personnel 
can make their most valuable contri- 
bution by careful planning before- 
hand and through active supervision 
and participation in the work while 
it is in progress. Such advance plan- 
ning includes consideration of the 
system of internal accounting control, 
with a view not only to increasing 
tests where the controls might be 
weak, but to decreasing the scope of 
work in areas where it is strong. It 
includes also preparation and study 
of a detailed time budget, selection 
of a staff that is right for the job and 
assignment of individuals to segments 
of the work for which they are best 
suited. It should also embrace plans 
for on-the-job training of staff, since 
such training benefits everyone, in- 
cluding clients. The planning phase 
is the time to arrange for elimina- 
tion of unnecessary working papers, 
improved ways of selecting items for 
testing and other streamlined meth- 
ods which will contribute to a more 





319 


effective audit with fewer men in less 
time. In these times of scarce per- 
sonnel and high costs, adequate plan- 
ning must be an integral part of every 
engagement. 


Audit Concepts and Techniques 

An examination of maximum use- 
fulness and effectiveness at a sound 
economic cost must be the constant 
goal of the profession. This ideal 
examination changes, of course, as 
conditions in the business world 
change. Certainly the typical exam- 
ination of today differs a good deal 
from its counterpart of a decade ago, 
although the transition has been a 
gradual one from year to year. As 
pointed out before we seem to be in 
a period of unusual and rapid 
changes at present. Accordingly, the 
time may be particularly propitious 
to re-examine concepts and _tech- 
niques. In fact, with the personnel 
outlook what it is, the profession may 
have little choice but to work out 
revised procedures. 

The author is admittedly partial to 
the “continuing examination” concept, 
which he explained in some detail in 
an article entitled “A Suggested 
Change in Examination Approach” 
(The Journal of Accountancy, April 
56, p. 47). This concept may be 
summarized briefly as follows: 

Probably more than 50% of the 
profession’s fees arise from recur- 
ring examinations. 
Many of these engagements have 
been performed by the same firms 
for many years. 
As a result of their work over an 
extended period, these firms are 
generally satisfied with the inter- 
nal accounting controls, records, 
personnel and the basic integrity 
of the managements. 

Nevertheless, it would appear that 
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the profession makes no_ basic 
differentiation in approach be- 
tween an initial examination and 
a recurring examination; that is, 
each year of a recurring engage- 
ment is treated as a_ separate 
examination and the fundamental 
audit steps (cash reconciliations, 
checking of accounts receivable, 
and so on) are carried out in sub- 
stance each year. 
The continuing examination con- 
cept views a recurring engagement 
as essentially uninterrupted in 
character, with an expression of 
opinion submitted annually. 
One practical benefit of the con- 
tinuing examination concept would 
be to apply the technique of rota- 
tion on a broader scale, particu- 
larly to time-consuming detail 
work such as cash, accounts re- 
ceivable, inventories, properties, 
etc. The full cash program, for 
example, might be carried out only 
every second or third year, with 
the cash work in off years being 
in the nature of review and inter- 
rogation by experienced assistants. 
Or, comparable reductions in de- 
tail checking might be achieved by 
reducing annual tests to the mini- 
mum which, together with review 
and interrogation, would satisfy 
the auditor that there had been no 
basic changes in the company’s 
usual methods. 

The continuing concept is perhaps 
as much a state of mind as it is a 
technique. If fully accepted and 
applied it would enable the profes- 
sion to obtain a much greater spread 
of work throughout the year than it 
does now, using less personnel. The 
most important objectives in exam- 
ining the accounts of a substantial 
company are to determine the re- 
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liability of the system of internal ac- 
counting control, the records and 
the financial statements derived there- 
from and, above all, to establish the 
capability and integrity of personnel, 
especially top management. Surely 
these objectives may be pursued at 
any time. The continuing concept 
developed to the fullest extent would 
enable the auditor to render an opin- 
ion at any closing date on relatively 
short notice, because he would have 
a continuing close knowledge of the 
elements—personnel, controls and re- 
cords—from which the end products 
—financial statements—are derived. 


Developments in Auditing 

Along this line it is quite interest- 
ing to observe briefly two very recent 
but important developments in audit- 
ing. First there is statistical sampling. 
The professional statisticians contend 
that checking bank reconciliations for 
one month in a year proves only that 
particular month and not the year, 
because eleven-twelfths of the statis- 
tical “field” have been excluded in 
selecting the items to be tested. The 
second development is_ electronic 
data processing. While the tech- 
niques for auditing data processing 
by “giant brains” are obviously only 
in the development stage, it is already 
rather generally acknowledged that 
such auditing will have to be per- 
formed either at the time of original 
processing of data or much closer to 
it than is customary with older meth- 
ods of record keeping. These two 
developments are mentioned here be- 
cause meeting the problems posed 
would seem to require a continuing 
examination type of approach. 

The paring down of audit time ex- 
pended in assembling information 
and checking accounting routines 
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will not of itself assure an examina- 
tion of maximum usefulness at a rea- 
sonable cost. Nor will it guarantee 
the development of the skilled and 
experienced personnel that the pro- 
fession needs so badly. To accom- 
plish these aims requires intelligent 
utilization of the time saved. Most 
practitioners would probably agree 
that a portion of the saving could 
well be invested in salaries sufficient- 
ly high to obtain and hold men of 
outstanding ability. But some of the 
hours saved should be used in other 
ways, and this brings us to another 
concept, usually referred to as the 
“business approach to auditing”. 


The Business Approach 

For perhaps 20 years the realization 
has been growing within the profes- 
sion that the auditor must go beyond 
the figures, the accounting records, 
the accounting department—and ob- 
tain an understanding of the business 
as a whole. Hence this concept—the 
so-called business approach—is not 
new, but it deserves more attention 
in practice, in accounting literature, 
and in professional pronouncements 
than it has received. It involves, 
among other things, an understanding 
of the company, its products, opera- 
tions, problems and peculiarities, a 
knowledge of the industry and the 
company’s place therein and familiar- 
ity with the capabilities of manage- 
ment. Obviously such knowledge en- 
ables the auditor to express a more 
informed opinion on the financial 
statements, with more protection to 
himself. Equally important, it en- 
ables him to be of real service in 
assisting his client with business 
problems and by offering helpful sug- 
gestions. 

How does one develop a staff 
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capable of applying the business 
approach? The soundest way, cer- 
tainly, is by starting at the junior 
level to train assistants to think along 
these lines. Traditional concern with 
written accounting documents must 
be de-emphasized to some extent and 
greater emphasis placed on the physi- 
cal objects and people that written 
documents stand for. When an audi- 
tor can look at a voucher and visu- 
alize and understand the physical 
transaction behind it he has taken the 
first essential mental step toward ap- 
plying the business approach con- 
cept. Normally, of course, an auditor 
could not be expected to achieve as 
good an understanding of his client's 
business as the management, but he 
should have a working knowledge 
sufficient to enable him to discuss 
business problems intelligently with 
management. Primarily the business 
outlook is a matter of intelligent per- 
sonnel and staff training plus experi- 
ence. It is somewhat similar to, and 
not a great deal more difficult than, 
the problem of training men to be 
internal control minded in their work. 


Is there a practical method of ap- 
plying the business approach? Stand- 
ard questionnaires or check lists along 
the lines of those long used for evalu- 
ation of internal accounting control 
by many firms can be devised readily 
by experienced audit personnel. Per- 
haps an even more effective method 
is to integrate with the conventional 
audit steps business questions tailor- 
made for the particular company un- 
der examination. Listed below are 
examples of questions that might well 
be asked in many situations: 

1. What is the company’s history? 

2. What are its products? 

3. What are the company’s real 

objectives and basic philosophy? 
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4, 
5. 


6. 


he 
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What are its major problems? 
Who are the company’s princi- 
pal competitors and what is its 
position in the industry? 

How does the company com- 
pare with industry statistics? 
How do the company’s results 
of operations compare with in- 
dustry economic and financial 
trends? 


. Have the results of operations 


been discussed with operating 
personnel? 


. How do production, sales and 


other appropriate statistics re- 
late to the results of operations? 


. How do actual operations com- 


pare with the budget? 


. Have there been changes in 


major suppliers and customers? 


. Have we examined the major 


productive facilities and dis- 
cussed them with key plant per- 
sonnel? 


. What is the state of plant 


house-keeping and productive 
activity? 


. Does the company have a plan 


for the most effective use of 
production facilities? 


. Is the movement of materials 


logical? 


. What are the company’s labour 


policies? 


. What is the dividend policy and 


how does it compare with the 


industry? 


. Is cash well balanced for the 


company’s needs? 


. Is the inventory too small or 


too large? 


. Does the company have a plan 


for spotting surplus inventories? 


. Do the divisions, departments, 


sections and individuals have a 
clear conception of authorities, 
duties and responsibilities? 


22. Is there a plan for training and 
succession to key positions? 

23. Does management know when 
and where good or bad jobs are 
being done? 

24. What is the attitude of operat- 
ing and key personnel toward 
the accounting department? 

. Is the company over or under- 
mechanized? 

. Has the assistant in charge of 
the examination at the home 
office personally visited the com- 
pany’s major locations? 

The business approach does not 
mean that the auditor would no longer 
audit the books. What it does mean 
is that in situations where the per- 
sonnel, internal accounting controls 
and records are in good order the 
auditor would reduce his conventional 
audit tests to a minimum and allot 
some of the time saved to the busi- 
ness approach. By so doing he will 
take a big step in the direction of 
becoming a “business consultant” to 
his client — he will be in a better in- 
formed and thus stronger position 
to render an opinion on the financial 
statements, and his staff will progress 
more rapidly because of the increased 
scope of their work. Chances are 
they will find their work more in- 
teresting too, and be less likely to 
leave the profession. Moreover, while 
the detection of fraud is no longer 
considered to be the primary objec- 
tive of the ordinary examination, the 
pattern of major frauds in recent 
years would seem to indicate that a 
thorough knowledge of the business 
will be more likely to disclose frauds 
than will tests of accounting records 
and documents. 


It is the writer’s strong belief that 
a combination of the continuing en- 
gagement and business approach con- 





= — 3 A om oe et es 


— 


Sry Os f2®> oe Ss mf! 


CHANGES IN PUBLIC ACCOUNTING 


cepts offers the best solution to the 
pressing problem of rendering a high- 
er level of service with less man- 
power, and that its widespread adop- 
tion by the profession would be a 
major step in the evolution of audit- 
ing. 
Services to Clients 

Business conditions in the period 
immediately following World War II 
generated a great demand by clients 
for various special services beyond 
the auditing of accounts and render- 
ing of opinions on financial state- 
ments. Such demand has continued 


unabated and practitioners who have 
recognized the trend and geared 
themselves to meet it have expanded 
their practices substantially. The field 
of federal income taxes was, of 
course, an important one before and 
during the war years, but it assumed 


a permanent role of deep significance 
after the war when it became ap- 
parent that high taxation rates were 
here to stay. The alarming increase 
in price levels since the war has made 
the business world cost-conscious and 
efficiency-minded as never before. 
This development has created a need 
for a great variety of services—usual- 
ly referred to as management services 
—including assistance with accounting 
and cost systems, budget procedures, 
mechanical equipment, evaluations 
of personnel and their duties, pro- 
duction controls, materials handling 
and many other services. The field of 
management services seems to be an 
ever broading one for those who are 
prepared to be of service. For ex- 
ample, the so-called operations re- 
search technique is relatively new, 
yet has already made real progress 
as an aid to management. Another 
field of service to clients is in their 
relations with the federal government 
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in such matters as registration with 
the SEC*, renegotiation and costs 
under government contracts. 


Successful Management Services 


It is hardly necessary to say that 
the key to a successful practice in 
management services is personnel — 
highly intelligent, highly trained and 
widely experienced personnel. Hence 
all the comments made earlier herein 
with regard to personnel apply with 
equal emphasis in this field. One 
additional comment should be made, 
and that is the importance of special- 
ization. The area of management 
services is so broad that a consider- 
able degree of specialization is desir- 
able to attain the skill required for 
successful work performance. 

There is a close relationship be- 
tween the continuing engagement — 
business approach type of audit and 
management services for the follow- 
ing reason. In such an audit the staff 
obtains a much fuller understanding 
of the business and its problems, and 
consequently is in a better position 
to evaluate the need for special ser- 
vices to management than is the case 
when the traditional audit approach 
is employed. Management sometimes 
is not aware of deficiencies in the 
organization, and frequently it is 
not fully acquainted with the cap- 
abilities of the public accountant to 
assist in areas other than auditing 
and accounting. By being able to dis- 
cern these deficiencies during his reg- 
ular examination the auditor is of 
greater value to his client and to his 
profession. 

Auditing has changed consider- 
ably over the years but an occasional 
comment is heard along the lines that 


3 See 1, supra. 
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the changes have been “too little and 
too late”. If there is any truth in 
this perhaps it is due in part to the 
fact that the auditor’s thought pro- 
cesses are largely concerned with the 
past rather than the future. Certain- 
ly the chronic shortage of first rate 
personnel and the pressure under 
which men work have not helped 
the development of the profession. 
Be that as it may, with the current 
personnel shortage, rising costs and 
increasing business complexities to 
contend with, the profession along 
with the entire business world 
seems to be in a mood for change. 
So, as a profession, let us make the 
most of that mood and take a hard 
look at generally accepted auditing 
procedures, particularly in the light 
of significant improvements in clients’ 
offices. While progress has been 
made the profession is still too closely 
bound by official pronouncements on 
audit procedures and by court de- 
cisions in cases involving public ac- 
countants. As a logical start toward 
greater freedom in this respect the 
writer repeats a suggestion previously 
made — that the committee on audit- 
ing procedure recognize in its pro- 
nouncements a distinction between 
an initial examination and a recurring 
examination by the same firm of ac- 
countants. 

It is not difficult to visualize a 
client where the personnel is capable, 
the internal controls sound and the 
routine accounting records virtually 
foolproof, since a number of the 
larger well-established corporations 
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are approaching that point now. 
With further exercise of imagination 
one can visualize the examination of 
the accounts of such a company 
being conducted by a small team of 
highly qualified, well-trained men 
whose average professional experi- 
ence would be eight or ten years. 
These men would be spending rela- 
tively little time on traditional year- 
end audit procedures, but would work 
for extended periods during the year 
on such matters as obtaining a 
thorough understanding of the busi- 
ness, satisfying themselves that the 
effectiveness of the personnel, con- 
trols, procedures and periodic finan- 
cial statements had not been im- 
paired, asking questions of operating 
as well as financial personnel, and 
examining internal reports and sta- 
tistics prepared by the company. The 
man in charge, who would participate 
actively in the engagement rather 
than make only occasional supervisory 
visits, would be a manager or a junior 
partner. Owing to his close knowl- 
edge of the business, top manage- 
ment would wish to consult with 
him on all important business de- 
cisions. Greater job satisfaction would 
be derived by everyone from partners 
down to the youngest assistants. And 
along with it, it seems safe to say, 
would come remuneration at all staff 
levels that would be professional in 
every respect and which the client 
would be happy to pay for. 

When the profession has attained 
this level of performance it will have 
come of age. 
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CLERICAL SALARIES for white-collar 
workers rise year by year; output 
seems just as steadily to decline. Many 
large companies are considering ad- 
vanced mechanization and are think- 
ing of how to reduce the increasing 
burden of clerical overhead so as to 
maintain profit margins. For smaller 
businesses the impact of an extra 
clerk can have just as serious an effect 
on shrinking profit margins. In con- 
sequence, in both large and small or- 
ganizations, the attention of manage- 
ment is being drawn more and more 
to the problem of how to reduce ad- 
ministrative costs. Paper work pro- 
cessing is one area where almost in- 
evitably it seems that waste and in- 
efficiency exist. As a result, in the 
past few years considerable interest 
has been generated in all phases of 
data processing. 


There have been articles on the 
subject which, in most cases, tend to 
deal with problems facing the larger 
company or to describe the more ex- 
pensive equipment. Further, there 
has been a tendency to underrate the 
practical problems of installation. The 
various types of equipment available 
for the processing of data have been 
considered in some detail in this jour- 
nal in recent months. In this article 


principles will be examined that have 
been established, through experience, 
as important in any serious considera- 
tion of data processing. 


What Data Processing Really Means 


Electronic data processing, the use 
of magnetic or punched paper tape 
and even the “one-write” system of 
processing paperwork, all encompass 
certain data processing principles. The 
term originated in a large United 
States corporation and was originally 
applied to punched paper tape. Since 
then, however, there have been a 
variety of interpretations of data pro- 
cessing. The term has now largely be- 
come a marketing concept which, in 
various forms, is used by mechanized 
equipment companies, form and other 
office supply companies. The term 
“data processing” applies equally to 
the small company as well as to the 
large company and may be construed 
as a simpler system of processing 
paper work and eliminating unneces- 
sary clerical transcription. It is a way 
of getting more for the increasing 
number of clerical dollars that must 
be expended for the proper function- 
ing of an organization. 


825 





326 


Basic Requirements 

Four key points apply to all forms 
of mechanization of clerical and ad- 
ministrative systems. There are other 
points, but these tend to assume 
greater importance because even the 
simpler forms of data processing, such 
as “one-write methods”, need ade- 
quate volume and few exceptions to 
the general routine to produce worth- 
while benefits. 


STAFF INTEREST AND COOPERATION 
The human side of systems change 
is so often overlooked. Unless, how- 
ever, the interest and cooperation of 
employees are first obtained, any sys- 
tem change is in jeopardy. Under this 
heading, there are many points to con- 
sider, but the honesty of management 
and frankness with staff on the matter 
of changes will be of value in terms of 
subsequent interest and cooperation at 
vital periods in system change. 


VOLUME 

Volume is necessary to justify ex- 
tensive forms design and, in certain 
instances, new equipment frequently 
required for data processing. In larger 
companies, this may mean the pro- 
cessing of many thousands of invoices 
a month in order to justify the use 
of some advanced punched card or 
electronic equipment. In smaller or- 
ganizations, a thousand invoices a 
month may be regarded as sufficient 
volume to justify one of the forms of 
data processing later mentioned in this 
article. The volume factor varies ac- 
cording to the method to be used, but 
is a basic requirement to the satis- 
factory functioning of any form of 
data processing. 


SIMPLICITY 

As in the case of volume, simplicity 
is important. Without a reasonably 
simple and straightforward applica- 
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tion, difficulties are introduced which 
may destroy the benefits to be ob- 
tained from data processing. 


EXCEPTIONS 

In the initial design stages of re- 
vised systems, exceptions to a general 
routine are frequently overemphasized 
and used as an excuse for staying with 
the old system. The number of excep- 
tions is still a key to overall suitability 
of data processing. If there are 
many exceptions to the main pat- 
tern, they will create a variety of 
separate routines and, as a result, 
volumes of routine transactions will 
be lower. If too many exceptions exist, 
they often result in problems and al- 
most inevitably data processing fails 
to be as successful as was originally 
hoped, the new system being equally 
as costly as, or even more costly than, 
the system being replaced. 


Key Design Factors 

Too often management listens to 
sales talk from equipment manufac- 
turers or suppliers, is impressed and 
buys without adequate consideration. 
Too often business routines are fitted 
to a system or a machine rather than 
the system or machine being fitted to 
the most practical and desirable rou- 
tines. To obtain the best results from 
data processing, the following design 
factors should be given careful con- 
sideration: 

1. Choice of equipment. 

2. Forms design. 

8. Statistical or other end product re- 
port design. 

4. Staff selection and training. 

5. Trial runs. 

The more complex the system, the 
more interrelated are the above fac- 
tors, and forms design and other de- 
sign factors become more vital. It is 
not feasible in this article to go into 














these points in great detail. All, how- 
ever, are worthy of serious considera- 
tion and may materially affect the end 
results of any system. 


Ways and Means — The Present 
The following list of “ways and 

means” of data processing for the 
small business may seem simple, and 
the reader may wonder whether they 
should be included in an article des- 
cribing data processing. However, 
simple and yet effective methods are 
frequently overlooked in favour of 
more advanced methods which have 
been widely publicized. The paper 
and pencil are still among the best 
work aids to the smaller business. 
Other methods that can be used to 
good advantage and produce results 
commensurate with savings achieved 
by larger corporations investing large 
sums in electronic and other types of 
systems include: 

1. “One-write” methods of preparing 
several documents simultaneously. 

2. Use of duplicating processes to 
produce a series of documents, 
such as invoices, shipping sets, pro- 
duction orders, labels, etc. from 
one master. 

3. Bookkeeping machines. 

4. Continuous form stationery and 
other specific form design tech- 
niques. 

5. Punched card methods using ser- 
vice bureau facilities. 

6. Specific system techniques, such 
as accounts payable voucher 
cheque systems. 

Frequently, these methods are 
found in use in smaller businesses but 
often are not being used effectively. 
The problem often results from lack 
of consideration of design work neces- 
sary for a sound system and poor in- 
stallation work on the part of sup- 
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pliers, Advancing to more complex 
data processing techniques and equip- 
ment does not automatically improve 
systems. On the contrary, if systems 
have been poorly designed and are 
awkward and cumbersome in opera- 
tion, advancing to more complex me- 
thods can result in a greater number 
of problems and higher running costs. 


Ways and Means — The Future 


What does the future hold for the 
smaller business in terms of data pro- 
cessing? There has been a continuous 
series of announcements of many dif- 
ferent types of accounting machines, 
such as bookkeeping, punched card, 
semi-electronic and electronic ma- 
chines, which may well have an ap- 
plication for the smaller business 
either now or in the future. 


One of the greatest advances in 
office mechanization in the past ten 
years has been the introduction of 
punched paper tape techniques for 
business purposes. It is not generally 
known that punched paper tape has 
been in use commercially for the past 
50 years, being the media for trans- 
mission of telegrams. Applied to the 
office, punched paper tape can be pro- 
duced by a machine as an automatic 
by-product operation, for example, of 
typing invoices. This punched paper 
tape is then capable of being trans- 
lated to “hard copy” by another ma- 
chine or activating a series of ma- 
chines for the processing of data. One 
example is the typewriter producing 
sales invoices and a_ by-product 
punched paper tape containing select- 
ed invoice information. This punched 
paper tape can later be converted 
to punched cards and subsequently 
used for the preparation of accounts 
receivable statements, sales statistical 
and other information. 


328 THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1958 


Machines installed 
in 

smaller business 
Typewriters ) With tape units produc- 
and ) ing punched paper tape 
Bookkeeping ) or intercouplers produc- 
Machines ) ing punched cards as 
automatic by-product op- 

eration. 


Shown above are representative 
techniques that a smaller business 
may well expect to be using during 
the next few years. 

In developing these techniques, ser- 
vice bureaus will play an important 
part in data processing for the smaller 
business. Leaders in this industry have 
already installed punched paper tape 
converting equipment and are pre- 
pared to process information for cus- 
tomers on a regular periodic basis. 
Other firms will undoubtedly follow 
until the processing of punched paper 
tape for smaller businesses will be- 
come commonplace. This is important 
to smaller businesses as equipment in- 
vestment or rental costs are consider- 
ably reduced. 

Service bureaus are realizing, how- 
ever, the problems inherent in ad- 
vancing to more complex forms of 
data processing. Certain of them are 
suggesting to potential customers that 
system changes be done with the 
utmost care and that outside consul- 
tants be retained to ensure that the 
system is the simplest and most effi- 
cient possible. This is desirable in 
view of the investment that will be 
necessary on the part of the smaller 
company and because a more per- 
manent relationship with the service 
bureau will result from their con- 
verting tape than might otherwise 
be the case with, for example, routine 
punched card methods. 

Many items of equipment now on 


Information obtained 


Outside by the 
facilities smaller business 
Service bureau us- Accounts receivable 


ing tape converters records 
and punched card Statistical data 
equipment. Distribution data, ete. 


the market, such as bookkeeping ma- 
chines, can be obtained with attach- 
ments for the production of punched 
paper tape or an intercoupler for the 
automatic preparation of punched 
cards. It is also possible to buy these 
machines without punched paper tape 
or intercoupler attachments but with 
internal wiring. The smaller business, 
when reviewing future machine re- 
quirements, should consider whether 
the few hundred dollars extra neces- 
sary to obtain a machine internally 
wired for future uses should be spent 
rather than face the possibility of hav- 
ing to incur a substantial capital in- 
vestment in obtaining an entirely new 
machine in a few years time. 

Much of the more advanced equip- 
ment available for data processing 
purposes was described in “Integrated 
and Electronic Data Processing in 
Canada”. Additional equipment is, 
however, being introduced every 
month and the field is a complex one 
for the smaller business to survey. 
As has been previously stated, it is 
important not to buy as a result of 
high pressure salesmanship, but rather 
based on individual needs and the 
desire to use the best system pos- 
sible. 

In the future, the use of electronic 
equipment by the smaller business 
may become practical, again on a ser- 
vice bureau basis. This appears, how- 


1 Published by the C.I.C.A., October 1957. 
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ever, to be remote in Canada at pre- 
sent, and it is probable the smaller 
business would be better served by 
utilizing present methods and later 
those listed in this section. 


A Typical Application for the 
Smaller Company 

On p. 330 is a flow chart showing a 
simple sales routine using punched 
paper tape and service bureau facili- 
ties, as outlined above. The flow 
chart illustrates how invoices would 
be prepared by typewriter in a com- 
pany’s offices, the resultant punched 
paper tape and a pre-list being for- 
warded to a service bureau for pro- 
cessing. By so doing, the following 
operations would be eliminated: 

1. Maintenance and posting of ac- 
counts receivable records. 

2. Preparation of periodic sales analy- 
ses. 

8. Aging and preparation of the ac- 
counts receivable trial balance. 

4, Maintenance of customer history 
records. 

This type of application is not with- 
out its drawbacks. Some companies 
may consider that a loss of control 
results. Others may say that they 
would be unwilling to have an outside 
agency maintain their accounts re- 
ceivable records, However, proper sys- 
tems design and the provision of 
adequate controls and cross-checks 
can make such a system even more 
effective than, for example, a manually 
operated invoicing and accounts re- 
ceivable operation. 


Some Common Problems 

As the degree of mechanization ad- 
vances in an organization, flexibility 
is lost. Nothing is quite as flexible as a 
manually operated system. Because of 
this, many problems are encountered 


even by the smaller business when 
* 
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using data processing methods. Un- 
less problems are continually borne 
in mind, too often they are overlooked 
in the belief many advantages can be 
obtained with little effort. There can 
be problems which, if not guarded 
against, can seriously hinder a change- 
over or produce work disruption that 
will take months to overcome. The 
following are among the more im- 
portant matters to be considered in 
any changeover: 


Work flow: Using specialized ma- 
chines, it is necessary to maintain an 
even work flow. One cannot put in 
extra clerks if work is in arrears; out- 
put is geared to the machines. 


Work measurement: The employment 
of expensive equipment necessitates 
its maximum use at reasonable output 
rates. 


Operator training: An ordinary cleri- 
cal job under a manual system can 
frequently be filled with a few hours 
training. The operation of a machine 
producing punched paper tape, for 
example, frequently requires several 
months of training for an operator 
to become proficient. 


Machine reliability: In spite of as- 
surances to the contrary, machine re- 
liability is a point of increasing con- 
cern as more complex machines are 
used, A machine employing electronic 
principles does not operate with as 
little “down time” as, for example, a 
manually operated typewriter. 


Tape handling and conversion: In 
theory, these points present no pro- 
blems. In practice, tape conversion is 
a complex operation and tape handl- 
ing, if not properly prepared for, can 
result in difficulties in maintaining 
work flow. 


Error correction: An error in punched 
paper tape cannot be corrected by 
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normal erasure. Special routines de- 
mand care if subsequent errors are not 
to occur. 


Work disruption: Changeover to ad- 
vanced data processing systems can 
disrupt work if adequate trial runs and 
changeover procedures have not been 


designed. 


Help You Can Obtain 

The attitude of equipment and form 
companies has changed considerably 
in the past few years in the light of 
continuing advances in the field of 
data processing. Most businesses re- 
quire outside assistance to prepare 
adequately for major system changes. 
Form companies are particularly help- 
ful in the all-important form design, 
and equipment companies provide 
good installation service if manage- 
ment insists upon it once a decision 
has been made to purchase equip- 
ment. It is often found that to get the 
best advice from these sources and 
to coordinate the overall installation, 
it is advisable to employ specialized 
consultant assistance. By so doing, 
management is assured that the 
systems designed are the most desir- 
able for the company and that the 
best forms and equipment available 
are being used. As previously men- 
tioned, there are many suppliers of 
equipment and it is a confusing task 
for management to differentiate be- 
tween makes which are frequently 
similar in design. 


Economics of Data Processing 


Cost benefits or potential clerical 
savings are usually over-emphasized 
in the first excitement and enthusiasm 
of advancing to new methods em- 
ploying techniques unheard of only 
a decade ago. If the key factors that 
this article has stressed are recognized 
and the problems outlined overcome, 
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savings and benefits that result can be 
substantial. As emphasized at the be- 
ginning of this article, the clerical 
worker today is producing at a de- 
creasing rate. Because of this, im- 
provements should and, if properly 
designed, do yield results. In terms 
of costs for the smaller business, 
equipment can be expensive; for ex- 
ample, a bookkeeping machine with 
a punched paper tape or intercoupler 
outlet can cost $7,000, or a typewriter 
producing punched paper tape rents 
for over $100 a month. Taking into 
account service bureau costs of, say, 
$100 a month, the total equals the 
salary cost of one clerk. If the basic 
requirements of volume, simplicity 
and few exceptions have been satis- 
fied, an expenditure of some $200 per 
month can produce savings in excess 
of this amount. To obtain such sav- 
ings, however, it is not always neces- 
sary to advance to this type of equip- 
ment. For example, under the present 
“ways and means” available to the 
smaller business, simple matters like 
adequate systems design and the use 
of “one-write” methods in combining 
invoicing and order techniques can 
produce significant cost reductions. 

The maxim “you get what you pay 
for” applies to data processing as in 
many other areas. Adequate systems 
design, appreciation of the problems, 
and careful analysis of the methods 
best suited to the smaller business 
cost money. Conversely, the benefits 
produced can be substantial and 
greater than in cases where equipment 
is purchased regardless of its suita- 
bility for a specific operation. 


A Benefit to Small Business 

Data processing for the smaller bus- 
iness is becoming increasingly import- 
ant. Competition and a shrinking of 
profit margins affect this type of or- 
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ganization equally as much as the 
complex industry employing thou- 
sands of workers. It is vital that the 
maximum benefit be obtained from 
clerical dollars expended. 


If, as present trends indicate, the 


field of data processing in order to 
keep clerical costs within economic 
limits. 

The next ten years will see a trend 
to improve clerical routines and obtain 
maximum efficiency from the office, 


cost of clerical assistance continues to 
climb and business becomes more 
competitive, the smaller business, in 
order to survive, must move into the 


and attention to data processing may 
well result in significant benefits to 
smaller businesses. 


The Accounting Function 


It has often been said that accounting is a “tool of management”. This 
suggests that it can be picked up or put down, used or not used, at the 
discretion of management. It think it is more accurate to say that account- 
ing is inherent in management — and is at the heart of management. 

Accounting is there — it is inescapable. The accounting function can 
be poorly executed, but it cannot be avoided. When a businessman prices 
his products or service in the hope of making a profit, he is mentally ac- 
counting for his costs and estimating his revenues. When he makes out his 
own income tax return, he is preparing a financial statement. When he tells 
his banker what he owns and owes, he is engaged in financial reporting. 

It is said that a man who is his own lawyer has a fool for a client. 
Perhaps the same is true of a man who is his own accountant. 

In my opinion every business which expects to survive in the com- 
petitive environment, every government unit, every non-profit institution, 
will soon find it necessary to have adequate financial records, adequate 
administrative accounting controls, including budgets and costs systems 
—no matter how simple — and an independent audit and certification of 
financial statements by certified public accountants. Enterprises subject to 
income tax in addition need adequate accounting tax planning, determining 
taxable income, and in preparing, explaining and defending tax returns. 

The outlook [for the qualified public accountant] could hardly be more 
encouraging. 


—“The Place of the CPA in Contemporary Society” 
by John L. Carey, The Journal of Accountancy, 
September 1958. 
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THE worp “planning” has acquired 
several special connotations under 
certain circumstances: in industry, it 
is often used in a broad sense to mean 
the forecasting or budgeting of opera- 
tions for a stated period in advance; 
in the area of production control, it 
has become a rather technical defini- 
tion embracing three or four import- 
ant functions for regulating the order- 
ly flow of materials and sequence of 
operations in a manufacturing plant; 
in chapter 14 of the C.P.A. Hand- 
book entitled “Planning and Control 
of Audit Procedures” a wide concept 
of the term is developed covering the 
programs for practically all the gen- 
erally accepted procedures and tech- 
niques employed by public account- 
ants in the performance of auditing 
services. It is evident that the word 
cannot be used at random without 
some explanation regarding the pre- 
cise sense which is implied. For the 
purpose of this context, it should be 
stated that the meaning is confined to 
the scheduling of that activity which 
engages the largest amount of the 
time of personnel in most public ac- 
counting firms, auditing field work. 


Planning in a Public 
Accountant’s Office 


JAMES W. VAIR 


When and Why Planning 


It may come as a surprise to some 
practising public accountants that a 
need exists for a systematic appraisal 
of this function. In a very small firm, 
the number of engagements and the 
times when they require attention will 
be so familiar to the principals that 
it is perhaps true to say that any 
formal plan of activity for the limit- 
ed number of staff members involved 
would be redundant. Once a firm has 
reached a certain size, however, .it 
cannot be expected that, without any 
forethought being applied to the 
problem, everyone will be directed 
towards some productive task in every 
working day throughout the year, or 
that necessary work will be done in 
a logical order. What this point will 
be may be expected to vary from one 
firm to another, although one writer 
has placed it at between 15 and 20 
persons.? If your firm has reached or 
exceeded this size range, then, it is 
evident that some measure of plan- 
ning is being done, although it may 
not be recognized that this is a sep- 
arate function apart from the normal 





1 By James E. Hammond, copyright 1953, 2 “The Successful Practice of Accountancy” 
American Institute of Certified Public 
Accountants, 
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by Paul E. Bacas, C.P.A., Prentice Hall, 
Inc., 1951, p. 222. 
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supervision and control exercised by 
the supervisors and partners. 


Before considering the practical as- 
pects of planning, it may be of in- 
terest to look at some of the problems 
which led to a study of scheduling 
techniques in a public accounting 
firm which was the object of a survey 
by the writer. As an illustration of 
how bad things can get at certain 
times of the year, the following diary 
covering a week’s activities for some 
of the staff members is not without 
its humorous side, although it reflects 
little credit on the organization as it 
existed in the preplanning era: 


MONDAY: 

9:00 A.M. C.A. #1 (senior-in-charge) arriv- 
ed at client’s office expecting to find students 
A and B and C.A. #2 at the same time. 
C.A. #2 ’phoned at 10:30 to report that he 
and student B would not arrive until Wed- 
nesday due to unforeseen difficulties en- 
countered in a concurrent closing. Student 
A arrived at 1:00 P.M. 


TUESDAY: 

Student C, whose E.T.A. (estimated time 
of arrival) was 9 o'clock this morning, 
*phoned to say that a delayed accounts re- 
ceivable confirmation would require his at- 
tention until Thursday. Student A spent 
the afternoon in the firm’s office looking up 
some information concerning another client 
at the request of C.A. #3. 


WEDNESDAY: 

C.A. #1 departed for one day visit to an 
out-of-town client. Student A was the sole 
representative of the firm on the premises 
throughout the day as C.A. #2 and student 
B in the meantime had revised their E.T.A. 
to the following Monday. 


THURSDAY: 

C.A. #1 arrived back. Students A and C 
were present. C.A. #4 ’phoned to requisi- 
tion student A for two days commencing 
Friday. C.A. #5 advised that the comp- 
tometer operator, whose E.T.A. was noon 
today, was urgently needed for an inventory 
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check for 3 or 4 days and thus would not 
be immediately available. 


FRIDAY: 

Student D arrived at 9:00 A.M. this morn- 
ing as expected but was compelled to leave 
at 1:00 P.M. to fulfil a monthly bookkeep- 
ing assignment for a small foreign sub- 
sidiary. Student E (not previously allocated 
to this engagement) arrived at 3:00 P.M. 
and was gratefully received and assigned 
to work. 

The above continuous coming and 
going, which was fairly typical of 
a period of some six weeks duration 
covering the year-end audit of a fairly 
large multiple-company enterprise, 
has several serious consequences. Per- 
haps the most perilous is the loss of 
control over the verification work 
being performed when it is shunted 
from one person to another, or sched- 
ules and records must be returned to 
the custody of the client’s employees 
before completion, and subsequently 
retrieved. Also, any estimate which 
the senior-in-charge can make regard- 
ing the completion date for the en- 
gagement must be chiefly guess-work 
when he is unable to predict what 
staff will be available and for how 
long. 

As a result of this experience and 
others similar to it, it became ap- 
parent that the informal approach to 
the problem which had been em- 
ployed in the past was inadequate 
to provide a satisfactory degree of 
control over the field work. To move 
men about from one engagement to 
another as the incidence of pressure 
varies was recognized to be wasteful 
and inefficient, as well as detrimental 
to good relationships with clients and 
harmful to the morale of the firm’s 
staff members. Accordingly, a study 
of planning techniques in other areas 
was undertaken to determine if any 
might be found capable of applica- 
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tion to the particular problems of a 
professional accounting practice. 


Planning in Industry 

The field of production control in 
industry appeared to offer fertile 
ground for research, and this, in fact, 
proved to be the case. While the 
four-fold responsibilities of a planning 
department in a manufacturing con- 
cern (routing, scheduling, dispatching 
and follow-up) are not strictly an- 
alogous to the “production” problems 
in a public accounting firm, it was 
discovered that the techniques em- 
ployed in at least one of these areas, 
i.e, the scheduling function, could be 
usefully adopted and modified to 
meet these specific planning needs. 

Practising public accountants are 
not generally aware of the extent to 
which graphic reports are used in in- 
dustry for control purposes. In this 
respect we have much to learn from 
industrial engineers who have long 
recognized that charts are an ideal 
means of supplying a rapid visual 
summary with respect to a plan, and 
also what has been accomplished in 
carrying out the plan. Charts of this 
type are termed “progress charts”, 
and perhaps the most widely used in 
one form or another is the chart 
named after Henry L. Gantt, one of 
the pioneers in the field of scientific 
management. On a Gantt chart, time 
is measured along the horizontal axis 
while production on orders or pro- 
cesses is plotted from left to right be- 
low the appropriate days or hours in- 
dicated by the time scale. On the 
left side of the chart, production 
orders or other units against which 
accomplishment is plotted are listed 
in some sort of sequence. In its most 
usual form, light lines on the chart in- 
dicate the amount of work sched- 
uled in the increment of time repre- 
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sented by a certain space, while 
heavy lines are used to show the 
amount of work actually done up to 
given date or hour. 


Application to Accounting Firm 


From a review of these techniques 
it was concluded that there were 
tangible benefits to be gained from 
the acceptance of certain of the prin- 
ciples and methods of planning as it 
is defined by the industrial engineer.® 
Two courses were available in im- 
plementing this idea: a central plan- 
ning department could be established 
or planning could be carried out by 
each staff on an autonomous basis. 
The second alternative was chosen, so 
that the planning for each staff was 
delegated to the partner responsible 
who supervised the development of 
the work program for each of his 
seniors. This has proved to be a 
satisfactory approach, it being recog- 
nized that cooperation between vari- 
ous staffs is essential in order to meet 
the demand created by some engage- 
ments for large numbers of personnel 
at certain times of the year. 


Within each staff, the initial plan- 
ning is left almost entirely to the 
senior accountants who are respon- 
sible for a designated group of clients. 
This was considered to be desirable 
for two reasons: firstly, the whole- 
hearted enthusiasm and cooperation 
of any supervisor is bound to be lack- 


3 In this area, planning has been elevated 
to the status of a law, viz, “The mental 
labour of production is reduced to a 
minimum by planning, before the work is 
started, what work shall be done, how 
the work shall be done, where the work 
shall be done, and when the work shall 
be done”. — L. P. Alford, “Laws of Manu- 
facturing Management”, A.S.M.E., 1926 
and “Production Handbook”, Ronald 
Press, New York, 1945. 









336 


ing when he does not participate in 
the formation of plans which directly 
affect his daily activities; secondly, 
the senior accountant responsible for 
the performance of regular work on 
an engagement is in the best possible 
position to know how long it will take 
and what the staff requirements are 
likely to be. Accordingly, the initial 
stage in the planning consists in hav- 
ing each senior accountant prepare 
what is termed a “staff member's 
activity chart”. This is a Gantt type 
chart showing clients in alphabetical 
sequence against the vertical scale 


s a 
Can. Oarlock Distributors 4---d 

™ 2 

eon 
East-End Association 
Funtime Resort Hotel 
Inimitable Insurance Co, 


Residual Ore Mines Ltd, 


Shot-Bolt Construction Co, 


Figure I, 
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Section of a Staff Member's Activity Chart showing 
planned ( \-4) and actual ( 


and time in months across the hori- 
zontal scale. 


Since accountants are not draughts- 
men, and since a masterpiece of art 
or precision is not required in this 
case, it was decided that, rather than 
purchase graph paper especially for 
these particular charts, ordinary 14- 
column paper would suffice. On this 
form, the first two columns are re- 
served for names of clients, and the re- 
maining 12 columns are headed 
up with the months of the year. In 
plotting, a horizontal red line is 
drawn opposite the client’s name be- 
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low the period on the time scale in 
which it is anticipated that work on 
the engagement will take place. Since 
14-column paper does not have even 
divisions within each column which 
could be used to represent the days 
of the month, the starting and com- 
pletion dates are indicated by enter- 
ing the days of the month in small 
numerals at the beginning and end of 
the plot line as shown in figure I (see 
page 336). Certain symbols are also 
used coupled with a numeral to in- 
dicate the date on which the perform- 
ance of specific procedures is sched- 
uled, for example: 


C —cash count 
S/C — security count 
A —accounts receivable con- 
firmation 
I — inventory observation 
Q-—interim statement. 


Time for Planning 

It will usually be found that July 
1 to June 30 is the most suitable 
planning period, as there is, in most 
cases, more free time for this project 
in June than in any other month of 
the year. Accordingly, each staff 
member prepares an activity chart for 
the year commencing July 1 with 
actual starting and completion dates 
and specific procedure dates being 
entered for at least the succeeding 
quarter. Considerably greater accur- 
acy in plotting is required in the 
months of January and February than 
during the rest of the year when 
some flexibility is permissible. Thus, 
it is recognized that it may be im- 
possible for a variety of reasons to 
carry out interim audit work in a 
given week which may have been 
scheduled 90 days in advance, but it 
is expected that the resourceful senior 
will substitute necessary work on an 


alternative client requiring attention 
in the same quarter. 

When the staff members’ activity 
charts have been completed in this 
manner, they are given to the partner- 
in-charge for review and checking 
based on his knowledge of the time 
requirements for each engagement 
and the appropriate time of the year 
for the performance of various pro- 
cedures. At all other times, these par- 
ticular charts are kept in the custody 
of the senior accountants themselves 
for the purpose of plotting actual 
activity and for reference as required. 
Actual activity, it should be mention- 
ed, is plotted in a contrasting colour, 
usually by means of a green pen or 
pencil, slightly below the level of the 
red line which indicates the period 
planned for the engagement. 


Overall Summary Chart 
While the chart which has been 


described so far is a convenient type 
of presentation for the individual 
senior accountants on a given staff, 
some type of summarization is re- 
quired for the partner-in-charge or 
“staff controller”, in order that the 
overall picture may be seen at a 
glance. This is achieved by reducing 
the time scale from a year to a 
quarter, and by consolidating each 
staff member’s activity on a single 
chart. This chart when completed is 
termed the “quarterly master chart”. 
Actual graph or “quadruled” paper 
in %” squares is used for this purpose, 
as it enables each working day of the 
quarter to be labelled across the top 
of the chart between equi-distant 
lines which serve as the co-ordinates 
for any specified date opposite any 
client’s name on the chart. This re- 
moves the necessity for indicating by 
small numerals the starting and com- 
pletion dates of engagements, as in 
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Figure II, Sections of Quarterly Master Chart 
and Man-Day Chart. 
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the case of the staff members’ activity 
charts. The paper itself is relatively 
inexpensive, and may be purchased in 
sheets 14” x 17” which provides suffi- 
cient space in most cases to accommo- 
date on one page the entire roster of 
clients who may require attention in 
any particular quarter on any given 
staff. 

On the larger staffs, the partner-in- 
charge or staff controller may find it 
convenient to appoint a “planning co- 
ordinator” to assist him in the prep- 
aration of the quarterly master charts, 
and in plotting actual activity as it 
occurs from week to week on the 
basis of progress reports and other in- 
formation received from the staff 
seniors. 

A week or so before the beginning 
of each quarter in the planning year, 
the final stage in the program takes 
place through a meeting between the 
staff controller and the senior ac- 
countants for the following objects: 
1. To compare actual activity with 

the planned work for the previous 
quarter, and to discuss the rea- 
sons for failure to meet scheduled 
completion dates or other revisions 
in the program. 


2. To assign the students to the en- 


gagements planned for the suc- 
ceeding quarter, and to make any 
adjustments necessary to correct 
overlapping whereby one person is 
scheduled to be at two or more 
clients at the same time. 

3. To discuss any amendments to 
the plan which the staff controller 
may deem advisable. 


Allocation of Staff 

As students are allocated to an en- 
gagement, this is indicated by writing 
the initials of the personnel involved 
above the plot lines on both the staff 
members’ activity charts and the 
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quarterly master chart. Code num- 
bers may be employed for this pur- 
pose in order to save space, but the 
use of initials has the advantage of 
providing rapid identification without 
reference to a key. 

One more chart is prepared at this 
point in order to show clearly the 
activity planned for each individual, 
as the charts up to this point have 
been designed primarily to measure 
a work program as a whole with re- 
spect to clients. This subsidiary re- 
port is termed a “man-day chart”, 
since it compares the activity of each 
staff member against a time scale of 
working days in the quarter. In con- 
trast to the other charts, the client’s 
name (in abbreviated form or in code 
numbers) is written in the periods 
contained within the short vertical 
bars on the lines opposite each staff 
member’s name. The same type of 
graph paper (4 squares to the inch) 
as is used for the quarterly master 
charts has been found to be most suit- 
able for this purpose. Sections of the 
quarterly master chart and the man- 
day chart are shown in figure II 
(see p. 338). 


Benefits from Planning 


While the procedures described are 
relatively simple, they have proved to 
be valuable tools in exerting the 
supervision and control necessary to 
the proper conduct of a public ac- 
counting practice. It is possible to 
visualize more elaborate mechanical 
charts which might be appropriate for 
use in a large firm with a centralized 
planning department. For example, 
control boards might be used similar 
to those in industrial production plan- 
ning departments with pins attached 
to spring tapes which are entered in 
two lines of peg holes against items 
currently scheduled. However, the 
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procedures described have the ad- 
vantage of being adaptable to a firm 
of almost any size when planning 
originates and is controlled at the 
staff level, and no outlay for equip- 
ment is necessary. 

Specifically, the following benefits 
may be attributed to the use of the 
techniques described: 

A procedure is established for the 
systematic planning of engagements 
and allocation of staff before the com- 
mencement of work which does much 
to eliminate disagreements over stu- 
dents and confusion as to priority of 
engagements during periods of peak 
activity. 

The practice of comparing actual 
activity against a previously prepared 
plan cultivates a close regard for the 
time element among the senior ac- 
countants. 

While some deviation from plan- 
ned dates is unavoidable, the pre- 
paration of a record of budgeted and 
actual time spent on an engagement 
provides a basis for making continu- 
ously more efficient arrangements 
such as the re-allocation of staff or 
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the establishment of alternative dates 
for some procedures in order to 
avoid an unnecessary peak load at a 
certain period of the year. 

When it is necessary to assign a 
staff member to special work or a 
surprise unplanned audit, the implica- 
tions of this are immediately apparent 
to the staff controller from a glance at 
the quarterly master chart, and an in- 
telligent choice may be made as to 
the engagement from which the time 
may be “borrowed”. 

Interim audits cannot be overlook- 
ed as they are subjected to the same 
planning as work in connection with 
the closing date with the result that 
the problem of too much work to be 
done with too few personnel in too 
short a time at the year-end is virtual- 
ly eliminated. 

The practice of holding regular 
quarterly meetings promotes coopera- 
tion among the senior members of the 
staff and provides an opportunity for 
the discussion of problems of general 
interest, thereby adding to the knowl- 
edge and collective experience of the 


group. 


Objectivity 

The work of the public accounting profession is extremely important to 
the public as a means of providing independent, unbiased facts about our 
economy. These facts must be presented in their truest sense. As any 
thoughtful executive or accountant will agree, they must not be coloured to 
maintain optimism or to create pessimism, and they must not be doctored to 
obtain a desired public reaction. When the public accountant fails in dis- 
charging this responsibility to report the facts objectively, the accounting 
statements may become tools of propaganda for the use of anyone who is 

able to influence them by exercising a choice of accounting methods. 
—From “Challenge to Public Accounting,” by 
Leonard Spacek, Harvard Business Review, 


May-June 1958. 
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Casu 1s often referred to colloquially 
as “cold” and “hard” but should really 
be considered as “warm” and “liquid”, 
for it is the vital life blood whose cir- 
culation keeps a business alive. There 
have been countless instances when 
the life blood of a business has been 
tapped and systematically drained 
away by dishonest employees because 
the management had not insisted on 
the adoption of adequate procedures 
for cash control. Conversely, cashiers 
have been wrongfully suspected of 
pilfering, when a slip-shod method of 
handling cash prevented them from 
giving a complete accounting of the 
funds with which they dealt. It is 
very important that all businesses in- 
troduce and carefully adhere to meth- 
ods of handling cash which will per- 
mit it to be accounted for fully. This 
is particularly true in retail stores 
where many employees may have 
contact with currency. Moreover, sat- 
isfactory control over the cash per- 
mits the recording of complete figures 
for cash sales and expenditures, 


which is necessary for the prepara- 
tion of adequate financial statements 
and analyses. 


THE SMALL STORE: 
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Cash Control 


Separation of Receiving and 
Disbursing 

In instituting proper cash control 
procedures in a retail store, the first 
elementary principle to adopt is to 
separate as much as possible the func- 
tions of receiving and disbursing 
funds. If practical, all receipts should 
be kept separate, totalled at least 
daily and deposited intact in the 
bank. In that way, the bank deposits 
provide a supplementary record of 
total receipts, and the proprietor or 
management can be sure that the 
money has come under signing con- 
trol. All disbursements should be 
made by cheque where practicable. 


Exceptions are the small items 
where payment by cash is more ex- 
peditious and for those a petty cash 
fund on the imprest system is usually 
the best method. A separate fund of 
say $50 is established and maintained 
in a separate till or box and as cash 
payments are made out of it, the sup- 
porting receipted vouchers are placed 
in the box, with the result that the 
box should always contain $50 in 
cash and vouchers. When the cash 
has been reduced to a low level, the 
vouchers are removed, a re-imbursing 
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cheque is drawn for their total and 
the cash is reinstated at $50. 


Sometimes it may not be feasible to 
make payments by cheque or petty 
cash, as in the case of sales refunds, 
wages in a store located at a remote 
distance from a bank or purchases of 
produce or merchandise when the 
vendors will not readily wait for or 
accept cheques necessitating a trip to 
a bank. Some stores make a practice 
of preparing cheques for these pur- 
chases which are then endorsed by 
the payee, cashed from the till and 
included in the bank deposit; but this 
has its dangers as fictitious purchases, 
raised vouchers, and forged endorse- 
ments may readily permit embezzle- 
ment. If this cheque cashing method 
must be used, all such purchases 
should bear the approving signature 
of the manager who would be wise to 
watch carefully for duplicate invoices, 
and where the safeguard was desir- 
able, to recopy the amounts on the 
bills in his own handwriting. Other 
stores maintain an especially printed 
pay-out form requiring full partic- 
ulars and the signatures of the re- 
cipient and disbursing clerk. In either 
case, a receipted supporting invoice 
or voucher should be obtained giving 
full particulars of the purchase, in- 
cluding the payee’s address, 


The issuance of receipts for money 
paid in is a necessary step in cash 
control. These receipts may be in 
the form of simple preprinted slips 
providing spaces for the individual 
particulars in a book or continuous 
form style, cash register tickets or 
the like. They should be dated and 
serially numbered so that all may be 
accounted for and one copy should be 
given to the customer or payor. To 
generalize, it may not always be ob- 
ligatory to write receipts for cheques 
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received, but it is usually wise to do 
so except under acceptable circum- 
stances when they are remitted by 
mail. 


Primary Sales Record 

It is important in retail stores to re- 
cord sales immediately they are 
made and in the customers’ presence. 
Where it is necessary to have par- 
ticulars of each sale in some detail, 
a suitable form of counter sales re- 
cord should be adopted. This may 
take the form of prenumbered slips 
in a counter book or prenumbered in- 
voices in one of the many continuous 
form counter machines which are on 
the market. Copies may be produced 
in duplicate or triplicate to suit in- 
dividual requirements. Close control 
must be maintained on the unused 
supply of such counter books or in- 
voices so that none may be used for 
sales or receipts for which the money 
is not turned in by the issuing clerk. 
To ensure that all counter slips or 
continuous invoice forms are account- 
ed for, it is necessary to check system- 
atically the serial numbers of the 
forms entered to see that none is 
missing. This should be done at fre- 
quent intervals as missing records can 
be traced more easily if the trail is 
fresh. Where the slips or invoices 
reach the bookkeeper in irregular 
order, they can be checked off more 
readily if mimeographed check sheets 
are used on which number sequences 
from 1 to 100 are listed. 

A cardinal rule in the management 
of a store is that specific methods and 
regulations must be devised for the 
handling of sales and cash in the most 
practical, efficient and air-tight way. 
Regulations should be in writing, and 
all members of the organization 
should be fully instructed concerning 
them so that none may plead ignor- 
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ance. Such regulations should be de- 
signed individually to fit each par- 
ticular enterprise. As an example, the 
following rules of procedure for sales 
staff might apply to a retail men’s 
clothing store employing eight full 
time and four part time salesmen, a 
cashier and a part time bookkeeper, 
with about 75% of the sales being cash 
sales: 


Sales Slip Procedures 

1. Sales clerks must obtain their 
counter sales books from the pro- 
prietor or cashier, who will record 
all issuances and returns of books 
on a control record. Each clerk 
must write his name on the cover 
of his book and may use only his 
own. 

2. The writing on the sales slips and 
carbon copies must be completely 
legible. 

3. Each slip must show the date, 
salesman’s number and other re- 
quired particulars. An adequate 
description of the merchandise 
sold must be given to identify the 
goods and the designating letter of 
the department involved must be 
shown in the box headed “depart- 
ment” as follows: 

A—Stock Suits and Overcoats, 
Odd Trousers and Jackets 
B—Made to Measure Garments 
C—Sportswear 
D—Furnishings. 
The sales of only one department 
may appear on any individual 
sales slip. 


4, Indicate in the appropriate box 


provided on the form whether 
the sale is a cash sale, 30-day 
charge account, budget account or 
C.O.D. 


5. For a cash sale show the amount 


received in the indicated box on 
the form and take the original and 


343 


carbon copy of the sales slip with 
the customer's payment to the 
cashier who will validate both 
with the sales register imprint, and 
return the original with the 
customer’s change, if any. The 
sales slip, change and merchandise 
must be handed to the customer at 
one time. If the cash sales cus- 
tomer is known to the salesman, 
the name should be placed on the 
sales slips. 


6. For an established 30-day charge 
or budget account sale, be sure to 
enter the customer’s name and ad- 
dress on the form and have it sign- 
ed by the customer. Take both 
copies of the sales slip to the 
cashier who will ensure that fur- 
ther credit is available to the cus- 
tomer, and who will validate both 
copies by sales register imprint. 
The original must be given to the 
customer with the merchandise. 

7. For a new credit account, issue no 
merchandise until the credit is ap- 
proved by the proprietor who will 
sign for approval on the sales slips 
and set up office records for the 
customer's account. 

8. For a C.O.D. sale, mark “x” plain- 
ly in the C.O.D. box, enter the 
name and address carefully, and 
show the amount to be collected. 
Leave both copies of the sales slip 
and the parcelled merchandise 
with the cashier. The original 
sales slip will be delivered with 
the package. 


9. If part payment is made on a 


charge or budget account at the 
time of a sale, show the amount 
received in the “Deposit” box on 
the form and proceed as in the 
foregoing section #6. 

10. Sales clerks may not accept 
straight payments on account or 
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payments for gift certificates. In 
those cases the customer must 
deal directly with the cashier. 

. Sales refunds may not be settled 
by the sales clerks but must be 
arranged by the customer with 
the proprietor or in his absence 
with the assistant manager. 

. Both copies of any spoiled sales 
slip must be plainly marked 
“cancelled” and handed to the 
cashier. 

. Partially unused counter sales 
books must be left with the cash- 
ier or proprietor each day when 
the employee leaves work and 
may be picked up from the 
cashier again when duty is re- 
commenced. Otherwise, each 
clerk should keep his book in his 
own possession. 

. A clerk’s counter sales book 
should be fully used before he 
applies for another. 

. Any deviation from the forego- 
ing regulations will be considered 
a serious offence. If in doubt 
ask the proprietor. 

The foregoing rules of necessity 
contain some not directly related to 
cash control but are included to in- 
dicate the entire plan. Similarly, cer- 
tain rules covering procedures for the 
cashier would be spelled out. In 
passing, it should be pointed out that 
certain basic selling methods might 
also be reduced to writing in the 
same manner for the benefit of the 
sales staff. 


Cash Registers 


If cash sales are numerous, the 
use of one or more cash registers is 
almost a necessity to control the funds 
and account for the individual sales. 
The registers print the amount of 
each sale on a tape, accumulate the 
gross amounts of sales and disburse- 


ments divided into various categories 
as required up to the mechanical 
limits of the machines and, when 
totalled, will print the various gross 
amounts on the register tape. Gen- 
erally speaking, the more analysis 
totals required, the more expensive 
will be the register required to pro- 
duce them. Certain registers will im- 
print the date, serial number, amount 
and symbols on the sales slip or will 
throw out a printed sales ticket. Most 
have locked tapes and counters and 
some will print and total disburse- 
ments. The type of cash register used 
by any store should be especially 
chosen to meet the individual needs 
of that business. 

The use of cash registers does not 
necessarily mean that all cash trans- 
actions will be accounted for as the 
machines can be circumvented un- 


less proper procedures are establish- 
ed. Similarly, to the sales slip pro- 
cedures already described, it is im- 
portant that a set of required rules for 
the operation of the cash registers 
be drawn up and brought to the care- 
ful attention of all employees operat- 


ing the registers. Such procedures 
will vary in each store depending up- 
on circumstances and the type of cash 
register used. As an example, a set 
of rules is given herewith which 
could apply to a certain type of small 
store in which only cash sales are 
made. 


Cash Register Procedures 
1. No one other than sales clerks or 
the partners may enter or inter- 
fere with the cash registers in 
any way. 

.. The sales clerks may ring up and 
enter the registers only for sales 
or refunds, or making change. 

. On a sale, the parcel should be 
held back from the customer un- 
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til the register has been rung up. 
The cash register ticket, the 
change, if any, and the parcel 
must be given to the customer 
together. If the exact amount of 
the sale is not tendered by the 
customer, the currency received 
must be placed on the cash regis- 
ter shelf until the change has 
been given to the customer and 
accepted, after which the money 
on the shelf must be placed in 
the register at once. 


. Each clerk entering a register 


must punch in his own identify- 
ing letter. 


. The register windows must not 


be obscured from the customers’ 
view. 


. The cash register slips state that 


no refund will be paid unless the 
goods returned are accompanied 
by the related slip. In case of 
a refund, the particulars should 
be entered on the special form of 
counter refund slip provided, on 
which should appear the reason 
for the refund, the customer’s 
signature and address and the 
signature of the clerk paying the 
refund. The sales clerk may 
then punch the paid out key and 
pay the refund to the customer. 
The original cash register ticket 
and the paid out ticket should 
be stapled to the refund slip and 
both should be placed in the 
register. The customer must not 
be allowed to sign an incomplete 
refund slip. 


. The funds for all other cash dis- 


bursements required may not be 
paid from the registers, but must 
be obtained through the partners 
from petty cash. 


. No money may be _ borrowed 


even temporarily from the regis- 
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ters nor are cheques to be cashed 
from it. 

9. The ringing of “No Sale” must be 
kept to an absolute minimum, 
and all “No Sale” register tickets 
must be placed in the register 
till. 

10. The registers may be unlocked 
and read only by a partner. No 
one else may touch or tamper 
with the locks, counters or tape. 

1l. After the close of the business 
each day, a partner will take the 
keys from the office, count the 
cash in each register on the count 
sheets provided after first remov- 
ing the $50 change fund for each, 
total the registers, remove the 
tapes, reset the registers for the 
following day and prepare the 
daily cash sales reports for each 
register. All overages and short- 
ages must be shown on the daily 
reports. 

12. At any time during the day either 
partner or the auditors may in- 
spect or enter the registers, mark 
the tapes, count the cash, or con- 
duct an interim balancing. 

13. Any deviation from the foregoing 
regulations shall be grounds for 
dismissal. 


Use of a Cashier 


If many clerks would ordinarily en- 
ter a single register, if sales are very 
numerous, or if serious cash imbal- 
ances occur, it is often desirable to 
engage a cashier who will take com- 
plete charge of recording sales and 
acceptable disbursements in a cash 
or sales register, ringing up all sales 
slips made out by the sales clerks, 
and being responsible for the funds. 
This is the method envisaged in the 
example of the clothing store men- 
tioned earlier. Because the cashier 
is made primarily responsible for the 
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cash, he or she must be protected in- 
sofar as possible for transactions rung 
up by someone else during the lunch 
hour, coffee break or other absences. 
Sometimes, an alternate can be found 
who is completely reliable and in 
whom the cashier and management 
have full confidence. Sometimes the 
breaks can be bridged by sub-total- 
ling or interim-clearing the regis- 
ter before the alternate takes over 
and by balancing the interim take 
when the cashier returns. Possibly 
a second register can be made 
available for the alternate cashier, or 
some other method used which will 
safeguard the cashier from shortages 
which are not his or her responsi- 


bility. 


C.0.D. Methods 

C.O.D. collections sometimes pro- 
vide difficulties for cash balancing. 
This may be overcome by opening 
one or more accounts for C.O.D. de- 
liveries, as if they were customers, 
and checking off collection credits 
against their respective charges. Al- 
ternatively, the numbers of the sales 
slips of such deliveries may be re- 
corded on a special sheet, and identi- 
fied with the serial number of the cash 
register entry which would be punch- 
ed in when the collection was turned 
in to the cashier. The duplicate of the 
C.O.D. sales slip, previously held in 
abeyance by the cashier, would be 
validated by the cash register imprint 
at that time. Other acceptable meth- 
ods also may be determined. 


Over and Short Policies 

Some institutions invoke the rule 
that cashiers personally must make 
good shortages, while overages be- 
come the property of the business. 
This has the advantage of making the 
cashiers particularly careful but some- 


times is unfair to them when a dis- 
crepancy is not the fault of the cash- 
ier or an overage is really a correction 
of the previous day’s shortage. Yet 
if overages may be credited to the 
cashier’s shortage of the previous or 
succeeding day, a cashier may be en- 
couraged to create overages improp- 
erly. 

The more customary practice is for 
the business to assume these minor 
gains and losses but to insist that all 
overages and shortages be reported 
on the cash balancing sheet and that 
they be entered on a special record 
showing the differences experienced 
on each register on the occasion of 
each balancing. This record should 
be studied carefully and frequently 
by the management to determine if 
the amounts and the pattern indicate 
undue carelessness or dishonesty. Oc- 


casionally a proprietor or manager 
may locate dishonesty by clandestine- 
ly placing excess funds in the till a 
number of times and watching to see 
if the resulting overages are reported. 


Other Controls 

Particularly where the handling of 
cash is concerned it is important to 
establish internal checks whereby 
jobs and duties are so divided among 
the staff that dishonesty on the part 
of one will come to the attention of 
one or more of the others. In small 
stores it may not be possible to make 
such cross-checking as effective as in 
larger enterprises, but much can be 
done nevertheless with a small staff. 


Whenever possible, one person 
should not be given responsibilities in 
a complete series which will permit 
improper concealment. For instance, 
custody of the unused or used coun- 
ter sales records or the checking of 
the sequence of the sales slips re- 
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THE SMALL STORE: CASH CONTROL 


corded should not be allotted to a 
sales clerk, nor should the head sales 
clerk perform all the functions of 
registering sales, totalling and balan- 
cing the cash register, preparing the 
daily sales report and making the de- 
posit at the bank, as opportunities 
would be afforded him to peculate. 
Responsibilities may be revolved be- 
tween certain employees, and unusual 
or suspicious circumstances enquired 
into fully. The proprietor or man- 
ager should observe cash balancing 
frequently, occasionally make unex- 
pected interim cash counts and peruse 
the cash book and bank deposits. It 
is a sensible precaution for him to at- 
tend at the bank to pick up the re- 
turned cheques and bank statements 
monthly and to examine those records 
and the bank reconciliation occasion- 
ally. Too many owners disassociate 
themselves completely from the me- 
chanics of handling cash and thus 
create an atmosphere which encour- 
ages embezzlement. 


If sales are divided between de- 
partments or types of goods, the 
management should be aware of the 
gross margin which is anticipated 
from each. A variation from an ex- 
pected margin brought to light by 
the interim or annual financial state- 
ments should be enquired into care- 
fully as it may indicate an area where 
cash control is not effective. 


Professional shopping services are 
available to storekeepers who wish an 
independent organization to check on 
the honesty and effectiveness of their 
sales staffs. Operatives of both sexes 
are supplied who enter the stores as 
ordinary customers, make purchases, 
study the nature of the salesmanship, 
and watch carefully to see if the sales 
slip and cash register routine is ade- 
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quately followed. Each purchase is 
documented. The number of in- 
stances of stealing they locate is am- 
azing. For example, a certain store 
had established a cash register pro- 
cedure closely similar to the outline 


already described. A professional 
woman shopper made a_ purchase, 
moved to the door and asked the 
clerk to bring the parcel to her auto- 
mobile just outside; she then paid him 
outside the store. Later a check of 
the register tape indicated that the 
sale had not been rung up. A sec- 
ond offence was then established by 
concentrating attention on this pre- 
viously highly trusted employee, af- 
ter which a scientific grilling pro- 
duced a written confession of thefts 
extending back over three years. 


The use of qualified professional 
accountants to make an audit at ir- 
regular times throughout the year is 
of particular benefit in cash control. 
The moral effect of such an audit on 
the sales and bookkeeping staff is a 
great deterrent to fraud. They bring 
a fresh independent viewpoint to the 
scene and are likely to spot loop- 
holes and irregularities which may 
have escaped the management. Their 
experience is particularly valuable in 
advising on methods, procedures, 
forms and machines to be used in 
handling cash. 


The owners of stores and other 
businesses will greatly lessen the pos- 
sibility of losing money by internal 
theft if they reduce to a minimum 
the opportunities afforded to their 
employees for misappropriation of 
funds. It is well to keep in mind the 
remarks of King John in Shakes- 
peare’s play of that name, “How oft 
the sight of means to do ill deeds 
makes ill deeds done”. 















DEVELOPMENT OF AMERICAN 
Aupiror’s REPoRT 
Gertrude Mulcahy, C.A. 


The standard form of auditor’s re- 
port, now used by public accountants 
in the United States, has had a very 
interesting history. The various 
stages of its evolution from the state- 
ment, “We hereby certify the above 
accounts to be correct”, to its present 
form, reflect the development of the 
accounting profession in that country 
and the changes in and expansion to 
the American business economy. In 
view of the recent discussions of the 
auditor’s report at the 1958 annual 
conference of the C.I.C.A., it was felt 
that a review of the development of 
the American report would be par- 
ticularly appropriate at this time. 


Early 1900's 

Since accountancy, as a profession, 
was introduced into the United States 
by British accountants, it was to be 
expected that the auditing procedures 
and practices adopted in the early 
stages of its development would be 
influenced by those used in Great 
Britain. The use of the word “certifi- 
cate” in the description of the audi- 
tor’s report, and of the expression “we 
certify” and the description of the au- 
ditor’s examination as an audit of the 
books and accounts, all of which were 
found in the early forms of American 
auditor’s report, provide evidence of 
this influence. 

During the period from the early 
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1900’s until well after World War I, 
American accountants usually worded 
their reports along the following 
lines: 

We have audited the books and ac- 
counts of the company for 
the year ended , and we certi- 
fy that, in our opinion, the above bal- 
ance sheet correctly sets forth its posi- 
tion as at the termination of that year, 
and that the accompanying profit and 
loss account is correct. 


It should be noted that, in the ab- 
sence of statutory provisions govern- 
ing the presentation of accounts to 
shareholders or the audit of accounts 
where they were presented, the audit 
referred to in this early report varied 
from a balance sheet audit to a full 
detailed audit. In addition, because 
accounting principles were not yet 
well defined and had no authoritative 
standing, accounting and _ reporting 
procedures were accepted which to- 
day would be considered misleading 
and improper. 

The initial outstanding steps to- 
wards rectifying these unsatisfactory 
conditions were taken by the Ameri- 
can Institute of Certified Public Ac- 
countants at the request of the Fed- 
eral Trade Commission. In 1917, the 
Institute prepared a “memorandum 
on balance-sheet audits” which was 
endorsed and circulated by the com- 
mission. The objective of this release 
was to promote a uniform accounting 
system for manufacturing and mer- 
chandising concerns. In 1918, the 
memorandum was reissued under a 
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new title “Approved Methods for the 
Preparation of Balance Sheet State- 
ments”. Since it was realized that the 
ambition for uniform accounting was 
unattainable as an objective, this 
second release related the recom- 
mended procedures to the preparation 
of the balance sheet for manufactur- 
ing and merchandising firms. 

In 1929, a special committee of the 
Institute prepared a revision of these 
earlier releases under the new title 
“Verification of Financial Statements”. 
While this revision still emphasized 
the balance sheet, it drew attention 
to the importance of the statement of 
profit and loss and to the need for 
more work on the part of the auditor 
in this connection. It set out instruc- 
tions as to the scope of the examina- 
tion and the manner in which it 
should be carried out, if a report and 
opinion were to be issued. It also in- 
troduced, as part of the auditor’s 
work, the examination of the account- 
ing system for the purpose of assess- 
ing the effectiveness of the internal 
control. However, the committee 
realized the impracticability of any- 
thing like a standard procedural pat- 
tern to fit the wide variety of situa- 
tions encountered in practice and 
noted that the extent of the verifica- 
tion would have to be determined by 
the conditions encountered in each 
engagement and that the responsi- 
bility for the extent of the work re- 
quired must be assumed by the audi- 
tor. 


The committee included the follow- 
ing recommended form of auditor’s 
report: 

I have examined the accounts of 
eel ae company for the period from 
borane estar to 

I certify that the accompanying bal- 
ance sheet and statement of profit and 
loss, in my opinion, set forth the finan- 





cial condition of the company at ....... 

and the results of operations for the 

period. 

It should be noted that, at this 
stage, the report was still described as 
a “certificate”, but the work carried 
out by the auditor was referred to as 
an examination of the accounts rather 
than an audit of the books and ac- 
counts, as was the case in the prior 
form of report. While the committee 
did not suggest that the general na- 
ture of the examination should be dis- 
closed, it contemplated that the audi- 
tor would at least have made an ex- 
amination of the character outlined in 
the release. In this new form of re- 
port, the words “correctly set forth” 
were replaced by “set forth” on the 
grounds that the former expression 
implies a condition of exactitude 
which was non-existent. In addition, 
the opinion covered both the balance 
sheet and statement of profit and loss 
as setting forth the financial condition 
and results of operations. 


1930 - 1940 

Court rulings, in 1931, relating to 
the Ultramares case, a suit involving 
the duties and responsibilities of the 
auditor to his client and to third par- 
ties, brought about major reassess- 
ment by the accounting profession of 
the auditor’s responsibilities and du- 
ties. Accountants realized that the 
wording of their reports must make 
it clear that they were presenting an 
opinion on the financial statements, 
not issuing a guarantee of their cor- 
rectness, This realization raised seri- 
ous doubts as to the adequacy of the 
then used form of report. Since the 
word “certificate” implies a greater 
degree of exactness than was the in- 
tention, it was agreed that its use, 
in this context, was inappropriate and 
might be misleading. It was suggest- 
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ed that the auditor should prepare a 
report and that it should be addressed 
to the client only. Furthermore, be- 
cause the auditor was not actually 
certifying to anything, the words “we 
certify” should be eliminated from 
the body of the report. Both of these 
suggestions received outstanding sup- 
port from members of the profession 
and, in the ensuing years, both of the 
inappropriate words began to disap- 
pear. 

During the 1930's, the stock ex- 
changes and the Securities and Ex- 
change Commission played an im- 
portant role in the development of 
the auditor’s report. Following the 
stock market crash of 1929, increas- 
ing demands were made for the form- 
ulation of reporting procedures which 
would avoid a repetition of the mis- 
leading practices used during the 
1920's. The American Institute of 
Certified Public Accountants set up a 
special Committee on Cooperation 
with the Stock Exchanges, which met 
with the Committee on Stock List of 
the New York Stock Exchange in a 
series of conferences over the period 
from September 1932 to January 1934 
to review the standards of disclosure 
as they then existed. 

At the outset of these discussions, 
the Institute’s committee indicated 
that, in its opinion, two major tasks 
were involved: the education of the 
general public to proper understand- 
ing of the significance and value of 
financial statements and the improve- 
ment in the methods of financial re- 
porting. A list of suggestions as to 
how these objectives could be ac- 
complished included, among other 
things, the recommendation that ac- 
ceptance of certain broad principles 
of accounting be made compulsory 
for listed companies. | However, it 


was suggested that, within the limits 


of these broad principles, no attempt 
be made to restrict the right of the 
individual company to select that 
method of accounting treatment most 
suitable to its circumstances. The In- 
stitute’s committee also recommended 
that, having once formulated an ac- 
counting program, each listed com- 
pany should provide assurance that 
the methods so formulated would be 
followed from year to year and where 
a change has been made either in ac- 
counting principles or in their appli- 
cation, the fact should be disclosed 
to the shareholders and the Exchange. 
With respect to the auditor's report, 
it was suggested that the auditor 
should be required to report to the 
shareholders whether the financial 
statements were prepared in accord- 
ance with the methods of accounting 
regularly employed by the company. 

In 1933, the president of the New 
York Stock Exchange announced that 
after July 1, 1933, listing applications 
would have to be audited. The presi- 
dents of all companies listed on the 
Exchange were asked to have their 
auditors supply specific information 
to the Committee on Stock List with 
respect to the financial statements for 
the year 1932. The information re- 
quested covered the following points: 
scope of audit as compared with that 
set out by the Institute in its 1929 
release, audit of subsidiary compan- 
ies, receipt of all information requir- 
ed, adequacy of the form of financial 
statements in fairly presenting the fi- 
nancial position and operating results, 
consistency in the application of ac- 
counting principles and conformity of 
accounting methods to accepted ac- 
counting principles. In the ensuing 
consideration of the then standard 
practices, the extent and character of 
the examination as outlined by the 
Institute in 1929 was used as the cri- 
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teria of adequacy. However, the In- 
stitute’s committee continued to place 
emphasis on the contention that a de- 
tailed check of all transactions is not 
necessary in all cases, but the auditor 
may properly rely on internal control 
where this is found to be adequately 
effective. 

As a result of the discussions, the 
Institute’s committee prepared, in 
1934, the following form of report to 
be used by the auditor of companies 
listed on the New York Stock Ex- 
change: 

We have made an examination of the 
balance sheet of the ........ company 
BOT. os at , and of the statements 
of income and surplus for the year ..... 
In connection therewith, we examined 
or tested accounting records of the com- 
pany and other supporting evidence and 
obtained information and _ explanations 
from officers and employees of the com- 
pany; we also made a general review 
of the accounting methods and of the 
operating and income accounts for the 
year, but we did not make a detailed 
audit of the transactions, 

In our opinion, based upon such ex- 
amination, the accompanying balance 
sheet and related statement of income 
and surplus fairly present, in accord- 
ance with accepted principles of ac- 
counting consistently maintained by the 
company during the year under review, 
its position at ........ , and the results 
of its operations for the year. 


This report was recommended with 
the suggestions that it be used only 
where the auditor has at least made 
an examination comparable to that 
outlined by the Institute in 1929, that 
the report should be addressed to the 
directors of the company or to the 
shareholders, if the appointment was 
made by them, and that the recom- 
mended form would be appropriate 
only if the basis of accounting reflect- 
ed in the financial statements was 
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consistent with that of the previous 
year. If any changes were made, 
either in accounting principles or in 
their application, this fact should be 
indicated. 

This form of report was subse- 
quently included in a revision of the 
earlier pamphlets published by the 
American Institute of Certified Pub- 
lic Accountants in 1936, under the 
title “Examination of Financial State- 
ments by Independent Public Ac- 
countants”. This revision embodied 
the suggestions made by the Institute 
to the Committee on Stock List and 
placed emphasis on the review of in- 
ternal control and on the use of test 
checks rather than detailed audit. 
The report itself represented a major 
change from that previously used: the 
examination was referred to specific 
statements rather than to the “ac- 
counts”; a general statement of the 
nature and scope of the audit was in- 
cluded with particular notation of the 
fact that the auditor “did not make a 
detailed audit of the transactions”; 
the words “fairly present” replaced 
the more general term “set forth”; and 
references to conformity with accept- 
ed accounting principles and to con- 
sistency in their application were 
added. 


During this same period, the Con- 
gress of the United States passed a 
series of Acts designed for the pro- 
tection of the American investing 
public. The Securities Act, 1933, 
governing the offering and selling of 
securities, and the Securities Exchange 
Act, 1934, applying to trading in 
securities on national security ex- 
changes and related matters, were 
two of the most important and formed 
the basis for the degree of disclosure 
with respect to financial and other 
matters. A commission, known as 
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the Securities and Exchange Com- 
mission, was appointed by the Presi- 
dent of the United States and given 
the authority to draw up and ad- 
minister rules and regulations neces- 
sary to carry out the provisions of 
these Acts. While the report of the 
Commission was not released until 
1940, the Commission developed and 
issued regulations governing account- 
ing and auditing procedures, forms 
of financial statements, forms of audi- 
tor’s reports, etc., prior to that date. 
It gave legal authority to many of the 
suggestions embodied in the Institute 
bulletin “Examination of Financial 
Statements”. 

The American Institute of Certi- 
fied Public Accountants realized that, 
because of the wide variance of con- 
ditions encountered, it was not prac- 
tical to issue anything like an all- 
purpose program of auditing pro- 
cedures. In 1939, it therefore inaug- 
urated a series of Statements on Au- 
diting Procedure designed to assist 
the auditor by way of guidance in the 
application of auditing procedures. 
The first of these was issued in Octo- 
ber 1939 under the title “Extensions of 
Auditing Procedures”. As a result of 
the enquiry into the McKesson & Rob- 
bins Inc. fraud case, the Institute, in 
this bulletin, made the confirmation of 
accounts receivable and observation 
of inventory taking mandatory audit 
procedures. It also recommended 
changes in the form of auditor's re- 
port previously recommended, taking 
into account the requirements of the 
Securities and Exchange Commission. 

The major changes pertained to the 
description of the scope of examina- 
tion. This paragraph was expanded 
to include a statement that a review 
of the system of internal control had 
been carried out and that the examin- 
ation had been made “by methods 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1958 


and to the extent deemed appropri- 
ate”. Both of these expansions were 
directly the result of S.E.C. require- 
ments. The phrase “obtained infor- 
mation and explanations from officers 
and employees of the company” was 
deleted on the grounds that it was 
inherent in all auditing procedures to 
obtain information and explanations 
from officers and employees concern- 
ing the accounts, and the Committee 
on Auditing Procedure felt that these 
words had led to serious misconcep- 
tion as to the degree of reliance on 
such information and explanations. 
The phrase “based on such examina- 
tion” was deleted from the opinion 
paragraph as it was obvious that the 
auditor could express an opinion only 
after he completed the work set forth 
in the first paragraph of the report. 

It is noteworthy, also, that while 
the form proposed in 1934 referred to 
“accepted principles of accounting 
consistently maintained by the com- 
pany during the year under review’, 
the 1939 recommendation introduced 
the principle of comparability, using 
the words “in conformity with gen- 
erally accepted accounting principles 
applied on a basis consistent with that 
of the preceding year”. 

In recommending this form of re- 
port, the committee recognized that 
in some cases it would not be appro- 
priate, and while the proposed form 
was submitted as a standard, it was 
not prescribed for invariable use but 
should be adapted to the needs of the 
particular case. It was contemplated 
that, before signing this type of re- 
port, the auditor would be satisfied 
that his examination was in conform- 
ity with the procedures and _ prac- 
tices outlined in the bulletin “Verifica- 
tion of Financial Statements” pub- 
lished by the Institute in 1936, or in 
any subsequent revision thereto, 
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which, of course, included the pro- 
cedure re accounts receivable and in- 
ventories presently being prescribed. 


1941 - 1950 


In February 1941, the revised rule 
of the Securities and Exchange Com- 
mission regarding the auditor’s report 
was issued to be effective March 1, 
1941. The commission stated that 
the form of report recommended by 
the Institute was defective for their 
purposes in that it did not state 
whether the auditor’s examination had 
been made in accordance with gen- 
erally accepted auditing standards 
applicable in the circumstances and 
whether any procedures deemed ne- 
cessary by the auditor had been omit- 
ted. Both of these disclosures were 
required by the amended S.E.C, rul- 
ing. 

As a result of these requirements, 
the Committee on Auditing Procedure 
of the American Institute of Certified 
Public Accountants expanded the first 
paragraph of the standard form of re- 
port, recommended in 1989, to cover 
both of these points. In 1941 it re- 
leased the following form of auditor’s 
report for use by practising account- 
ants: 

We have examined the balance sheet 
Ce Company as of ....... ‘ 
and the statements of income and sur- 
plus for the year then ended, have re- 
viewed the system of internal control 
and the accounting procedures of the 
company and, without making a detail- 
ed audit of the transactions, have ex- 
amined or tested accounting records of 
the company and other supporting evi- 
dence, by methods and to the extent 
we deemed appropriate. Our examina- 
tion was made in accordance with gen- 
erally accepted auditing standards ap- 
plicable in the circumstances and in- 
cluded all procedures which we con- 
sidered necessary. 
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In our opinion, the accompanying 
balance sheet and related statements of 
income and surplus present fairly the 
position of the .... Company at 
A .., and the results of its opera- 
tions for the fiscal year, in conformity 
with generally accepted accounting 
principles applied on a basis consistent 
with that of the preceding year. 


In recommending the use of this 
report, the committee suggested that 
its use should not be limited to re- 
ports filed with the S.E.C. but it 
should be used in reports for other 
purposes also. The committee also 
noted that “the term ‘generally accept- 
ed auditing standards applicable in 
the circumstances’ does not imply a 
representation that in the particular 
case all procedures were followed 
which would be followed in the ma- 
jority of all cases. It rather implies 
evidence which accountants general- 
ly would consider adequate in the 
circumstances” (Bulletin No. 6 — 
March 1941). The auditor was there- 
by required to assure the reader that 
the examination would stand up in 
comparison with what competent au- 
ditors would have felt necessary in 
the particular case. 

In the 10-year period 1939 to 1948, 
the American Institute of Certified 
Public Accountants issued 24 bulletins 
on auditing procedures. In 1948, as 
a result of a special study made for 
this purpose of determining and ex- 
plaining auditing standards, the mem- 
bers of the Institute approved and 
adopted a statement on “Auditing 
Standards — Their Generally Accept- 
ed Significance and Scope”. This ac- 
tion gave official status to the mean- 
ing of the term “generally accepted 
auditing standards” which had been 
used for many years in the auditor’s 
report. 

In view of the clarification accomp- 
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lished by this release, and because 
the auditor’s report would be assumed 
to be issued within the framework of 
the standards set out, the committee 
recognized that certain phrases in the 
then used form of report were super- 
fluous. One of the generally accepted 
auditing standards established that 
the auditor must make a proper study 
and evaluation of the existing intern- 
al control as a basis for reliance there- 
on and for determination of the re- 
sultant extent of the tests to which au- 
diting procedures are to be restricted. 
Therefore, the committee felt that 
it was no longer necessary or desir- 
able to refer to the examination of 
the system of internal control since it 
was covered in the reference to gen- 
erally accepted auditing standards. 
Further, examination by testing and 
sampling, rather than detailed exami- 
nation, had become recognized as ac- 
ceptable and was covered in the 
statement of auditing standards. 
The committee, therefore, believed 
that no reference need be included to 
the effect that no detailed audit had 
been made and suggested that the 
wording of the reference to such 
sampling and testing be revised. The 
expression “in accordance with gen- 
erally accepted auditing standards 
applicable in the circumstances” was 
considered to be inconsistent since 
standards, as broad statements of gov- 
erning principles, should be viewed 
as covering all circumstances. It was 
suggested that the last four words of 
this expression be deleted. 

In 1948, the committee recom- 
mended the following form of report, 
giving effect to the above mentioned 
changes, with the use of “generally 
accepted auditing standards” being 
deemed to refer to the standards or 
principles set out in the Institute 
statements: 
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We have examined the balance sheet 
of X Company as of December 31, 
19.... and the related statement(s) 
of income and surplus for the year then 
ended. Our examination was made in 
accordance with generally accepted au- 
diting standards, and accordingly in- 
cluded such tests of the accounting 
records and such other auditing proced- 
ures as we considered necessary in the 
circumstances. 

In our opinion, the accompanying bal- 
ance sheet and statement(s) of income 
and surplus present fairly the financial 
position of X Company at December 31, 
19...., and the results of its operations 
for the year then ended, in conformity 
with generally accepted accounting prin- 
ciples applied on a basis consistent with 
that of the preceding year. 


1950 to Date 


The above recommended form of 
auditor’s report is still the standard 
form used in the United States. How- 
ever, since its release in 1948 the In- 
stitute has issued several pronounce- 
ments relating to the examination of 
financial statements and the subse- 
quent report thereon. Recognizing 
that the 1936 bulletin “Examination 
of Financial Statements” was obsolete 
because of important developments 
since its publication, the Institute pre- 
pared a new pamphlet in 1950, “Au- 
dits by Certified Public Accountants” 
which summarized all auditing stand- 
ards and procedures agreed upon up 
to that time. The “Codification of 
Statements on Auditing Procedures” 
was prepared in 1951 to consolidate 
the more valuable and currently use- 
ful features of the 24 auditing research 
bulletins issued from 1939 to 1949. 
In this publication particular empha- 
sis is placed upon variations to the 
standard audit report in order to dis- 
close a qualification of opinion and to 
provide factual information and ex- 
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planations not available in the finan- 
cial statements themselves. In 1954, 
the Committee on Accounting Proced- 
ures prepared a revision of the 1948 
statement on auditing standards 
which was entitled “Generally Ac- 
cepted Auditing Standards — Their 
Significance and Scope”, and gave 
recognition to developments that had 
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It is encouraging to note that, 
among American accountants, the 
standard form of auditor's report or a 
modification thereof has become gen- 
erally accepted. The 1957 edition 
“Accounting Trends and Techniques” 
shows that, of 600 annual reports ana- 
lyzed, 591 included the recommended 
form of report or a modification of it. 


occurred since the original release. 


The Seeing Mind 


There is an old saying that “the eye sees what the eye has means of 
seeing”. On a spring day, the eye may see two robins feinting and swirling 
until one flies off. To the unseeing mind it will be an incident without cause 
or effect and devoid of significance. Another mind, however, can see more. 
It can see two male robins deciding a boundary dispute between their 
adjacent territories. The seeing mind knows that female robins are flying 
north and will arrive in a few days to select mates and settle down on the 
homesteads their mates have established. 

An auditor must have a seeing mind. Carrying out audit procedures 
does not constitute an audit, and neither does preparing a complete set of 
working papers. Procedures and working papers bring the facts before the 
auditor’s eyes, but an audit is made in the auditor’s head. Analyzing, recon- 
ciling, and all other auditing procedures are meaningless mechanics unless 
the auditor's mind finds meaning and significance in the information they 
disclose. In short, an audit calls for thinking. 

—‘“Integrated Auditing” by S. W. Peloubet and 
Herbert Heaton; published by The Ronald Press 
Co., New York. 
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Administrative Accounting 


ConTROL OF CAPITAL EXPENDITURES 


It is proposed to discuss the ques- 
tion of controlling capital expendi- 
tures from the context of a company 
with a departmental multi-plant or- 
ganization. In other words, the com- 
pany is divided into departments; and 
each department may have several 
works. There may also be staff de- 
partments such as research, develop- 
ment, engineering and accounting. 
Managers of these operating depart- 
ments and of these staff departments 
are assumed to respond to top man- 
agement officers headed by a presi- 
dent. The problem is probably more 
acute for a large company, but the 
principles will apply to companies of 
much smaller size. 

The starting point for any scheme 
for expansion is an idea which may 
come from obscure operating person- 
nel or from long painstaking research 
by Ph.D’s in expensive laboratories. 
How are these ideas controlled, 
screened, discarded, returned for fur- 
ther study or carried on to fruition? 

Obviously there must be a climate 
in the company which, on one hand, 
encourages new ideas and, on the 
other, ensures that only the most 
practical and profitable ones are pro- 
ceeded with and that these fit into 
an overall company plan for growth. 
Control which is too rigid will stifle 
new ideas, but if there is not effec- 
tive screening and planning for 
growth, a company may find its fi- 
nancial resources dissipated by at- 
tempting too soon to do too much. 


What can be done about this prob- 
lem? One approach which seems es- 
sential to a company in our modern 
ever-changing economy is to have 
what may be called a capital budget. 


Capital Budget 

Once or twice a year, operating de- 
partment managers and research and 
development managers are asked to 
submit for approval in principle a 
budget of their new capital require- 
ments for the next four or five years. 
Each operating department manager 
will request from the manager of each 
works in his department a forecast 
of desired capital expenditures at that 
works. This is the works manager's 
opportunity to bring to the notice of 
top management any scheme which 
he may happen to have up his sleeve. 
Generally, the plans for capital addi- 
tion coming from this level will relate 
to safety, improved operating effi- 
ciency, expansion or improvement in 
service facilities. A works manager, 
or people responding to him, is not 
generally in a position to recommend 
new facilities either to expand pro- 
duction of existing products or to 
manufacture new products. The lat- 
ter ventures would require a knowl- 
edge of market research which is 
usually only available at company or 
departmental headquarters. The de- 
partment manager therefore coordin- 
ates the capital budgets received from 
works managers with his own plans 
for growth of operations in his de- 
partment. He will add projects to ex- 
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pand production in line with fore- 
casts of expanding sales and projects 
to manufacture new products. In 
these cases, however, he will probably 
consult again with his works manag- 
ers and perhaps seek advice from the 
engineering and research and de- 
velopment departments. 


In short, each operating department 
manager, taking advantage of such 
advisory services within the com- 
pany as he desires, produces his plan 
for capital expansion in his depart- 
ment during the next four or five 
years. In addition, the research and 
development departments produce 
any concrete plan they may have 
which has not been covered in one 
of the operating department budgets. 
Usually plans produced by research 
and development people represent 
new departures not yet assigned to 
one of the company’s operating de- 
partments. Staff departments, such 
as engineering and accounting, also 
produce budgets for any major capi- 
tal requirements, such as electronic 
computers or major office facilities. 
All these individual capital budgets 
must next be coordinated into a com- 
posite report to top management. 
Usually the treasurer or controller is 
charged with this task. A coherent 
readable overall report must be pre- 
pared showing top management clear- 
ly the expansion schemes and justifi- 
cations therefor of each operating and 
staff department, and coming up with 
the total proposed expenditures each 
year for the company. 


The question on the other side of 
the coin is where is the money com- 
ing from? Along with the summary 
report of operating and staff depart- 
ment capital plans, the treasurer must 
supply a rough indication of how 
much money the company will have 
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to work with over the next few years 
without recourse to outside financing. 
Company management on receiving 
the overall capital budget report with 
an indication of cash resources must 
approve or return for amendment the 
individual operating or staff depart- 
ment plans. Just as the operating de- 
partment manager is responsible to 
see that the various capital requests 
within his department are coordinat- 
ed and screened into a coherent de- 
partmental plan for growth, so it is 
the responsibility of top management 
to ensure that the departmental plans 
are worked into an intelligent scheme 
for the whole company. In making 
this top level screening, management 
will of course often call for clarifica- 
tion, additional studies or reports 
from operating departments, the de- 
velopment manager, chief engineer or 
treasurer. When the overall plan for 
the company has been approved the 
operating and staff departments are 
advised as to any amendments or de- 
letions which have been made to their 
individual plans. Each department 
then knows the general framework 
within which it can currently plan to 
expand over the next few years. 


Financial Plan 


The next step is to work out in 
more detail the financial plan to go 
along with the approved capital bud- 
get. As already stated, when the first 
departmental capital plans go to top 
management for approval an addi- 
tional essential ingredient is a fore- 
cast of cash position. As in so many 
business and accounting problems, it 
is a question of which comes first, the 
chicken or the egg. Management can- 
not intelligently scale down depart- 
mental plans to a practical composite 
whole for the company until they 
know how much cash they have. The 
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treasurer cannot forecast cash until 
he knows total capital expenditures 
and departmental profit forecasts. 
Amendments to any departmental 
capital plans may radically affect 
profits, capital cost allowances for tax 
purposes and therefore cash. At best, 
the treasurer can supply a rough esti- 
mate of cash position based on origi- 
nal departmental plans and calculate 
at short notice approximately the ef- 
fect of such changes as top manage- 
ment may decide to make. When the 
overall capital plan has finally been 
approved, however, a more exact fi- 
nancial plan must be drawn up. De- 
partments are asked to make new 
sales and profit forecasts for the next 
four or five years based on the cur- 
rently approved departmental plan of 
capital expenditures. With these re- 
vised profit forecasts and the approv- 
ed capital budget the treasurer re- 
calculates the cash position for the 
next few years. He then proposes a 
financing plan to meet any cash de- 
ficiency if a need to do so is revealed. 
The overall profit and cash picture 
and financing recommendation are 
usually summarized in a special re- 
port from the treasurer to the presi- 
dent. 


Approval of Individual Projects 

Through the medium of the capital 
budget the department manager or 
works manager has obtained approval 
in principle for his plans for capital 
growth. Before action can be taken 
on individual projects making up the 
plan, specific authorization must 
usually be obtained. 

This specific authorization for an 
individual project may be called an 
“appropriation request”. It is basic- 
ally a means of showing how a given 
project in a department's capital 
budget is to be translated into con- 
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crete action, showing the justification 
for this action and requesting specific 
management approval to get started. 


The projects or capital expenditures 
to be covered by an appropriation re- 
quest are generally all the items mak- 
ing up the department's or works’ 
plan for growth. It is suggested, 
however, that there must be a prac- 
tical dollar limit below which works 
managers have authority to proceed 
with action without specific approval. 
For a small company the limit may be 
$200; for a large one, $5,000. We are 
therefore left with appropriation re- 
quests to proceed with major projects. 
Department managers will probably 
have authority to approve specific re- 
quests for action (which, of course, 
have already been included in the 
capital budget) up to limits from $5,- 
000 to $15,000, depending upon the 
size and organization of the company. 
Really major projects will have to go 
to top management and possibly to 
the board of directors. 


An appropriation request contains 
three sections as a rule. First there is 
probably a reason sheet. This will 
state clearly the purpose of the pro- 
posed project and amplify it to such 
extent as may be necessary. It will 
explain why existing facilities are not 
sufficient, why the new action must be 
taken now, what advantages are to 
accrue to the company from the capi- 
tal addition, what is the existing mar- 
ket situation for both demand and 
selling prices. It will discuss what as- 
sumptions have been made on fu- 
ture competition, selling prices, tariffs, 
wage rates, raw material prices and 
supply. It will explain what alterna- 
tive courses of action are available 
and why they have been discarded. 


There is also an engineering or con- 
struction section. This section will 
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be a detailed physical listing of 
equipment and buildings to be ac- 
quired, showing expected costs of 
both labour and material. This sec- 
tion will either be prepared by the 
engineering department or in close 
conjunction with it. 

A third section of the appropriation 
request is the financial section, either 
prepared by or with assistance from 
the treasurer’s department. It will 
detail the sales, costs and profits from 
the new business expected to be ob- 
tained over the first few years on 
completion of the project. It will also 
show expected returns on investment. 
When a project is being put forward 
on such bases as safety or providing 
essential services, there may be no 
need for a financial section or any 
calculation of return on investment. 


Administration of a Project 

After an appropriation request has 
been approved, minor projects may 
be administered and controlled almost 
entirely by the local works manager. 

On larger projects, the responsibil- 
ity for construction may rest directly 
on the chief engineer. He will choose 
the contractor and his delegates will 
directly supervise the progress of the 
work. The construction accounting 
may be done by the contractors’ staff 
but company standards must be met. 

Usually there will be a monthly pro- 
gress report on the work from the con- 
struction site signed by the construc- 
tion accountant and the construction 
superintendent showing amounts spent 
or committed and physical progress 
to date. The detail shown will cor- 
respond with the detail on the en- 
gineering or construction sheet, form- 
ing a part of the appropriation re- 
quest as already referred to. Opposite 
each such item of equipment or build- 
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ing will be shown the amount spent 
or committed to date as against the 
authorized amount from the appropri- 
ation request and also the percentage 
actually physically completed. This 
report, or a synopsis thereof, will go 
to the chief engineer, department 
manager and treasurer. A  sum- 
mary of the status of all outstanding 
construction reports will go perhaps 
quarterly to top management and 
perhaps to the board of directors. 
On really major construction jobs top 
management may of course require 
that reports be more detailed and 
more often. 


Supplementary Requests 

What happens if it becomes appar- 
ent from these reports that the pro- 
ject is going to be overspent, that is, 
that the authorized amount will not 
be enough to complete the job? 


Usually there is some ruling that 
projects can be overrun by 10% or 
say $1,000, whichever is the greater 
sum. If it becomes apparent that a 
project will be overspent by more 
than the leeway limits, a supplement- 
ary appropriation request must be 
prepared immediately. This must 
now go for approval to the level of 
management necessitated by the re- 
vised total cost of the project. The 
supplementary project must of course 
explain what has caused the overrun 
and show what the revised return on 
investment will probably be. On oc- 
casion it may not be possible to get 
a supplementary appropriation re- 
quest approved before the project has 
in fact run out of funds. Usually 
company interests will by no means 
be served by stopping work probably 
when a job is almost finished. In 
most such cases the problem can be 
explained verbally to top manage- 
ment and approval to proceed can be 
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given verbally with the understand- 
ing that a detailed supplementary re- 
quest will be supplied as rapidly as 
possible. 

Even though the total money is un- 
changed, major changes in design or 
purpose of the project must be ex- 
plained and approval sought in sup- 
plementary appropriation requests. 
The level of management which ap- 
proved the original request has cer- 
tainly a right to be kept informed as 
to what the money is actually buying. 


Major underruns are also usually 
explained in supplementary appropri- 
ation requests. 

When a project is completed there 
is usually a short closing report com- 
paring actual costs with those auth- 
orized in the project and actual date 
of completion with the date proposed 
in the appropriation request. 


Follow-Up 

After the first full year of operation 
of a new major project, there will be 
a further comprehensive actual ex- 
perience report to top management. 
This study should summarize the act- 
ual cost against the authorized cost, 
and actual date of completion against 
the proposed date, and explain any 
great variation. The construction as- 
pect of the project has probably al- 
ready been threshed out with top- 
management, and a main purpose of 
this report is to show to what extent 
the new capital project has actually 
produced or will produce the benefits 
on the basis of which it was original- 
ly justified. If it was supposed to im- 
prove safety or operating efficiency 
has it, in fact, done so? If not, why 
not? 

Similarly, the financial section re- 
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ports on the actual sales, costs and 
profits from the first year of operating 
the new capital addition. Has the 
expected rate of return on investment 
proved to be a midsummer’s dream? 
If so, why? On major projects fol- 
low-up experience reports for a num- 
ber of future years may well be de- 
sirable. 

What does a company really do if 
a project does not pan out very well 
and the expected benefits prove a mir- 
age? 

To make a scapegoat of someone 
would almost certainly be to stifle fu- 
ture initiative. Everybody else would 
be afraid to stick out his neck on 
something new and untried. Surely 
the only course is to investigate the 
situation and see what constructive 
lessons can be learned for the future. 

We have in this problem of con- 


trolling capital expenditures one of 
the vital central problems of modern 


management. At the one end of the 
scale we have, unless the company is 
dead on its feet, a continuing flow of 
new and fresh ideas to expand and 
improve production and therefore to 
make capital expenditures. 

At the other end of the scale, we 
have the treasurer properly and rea- 
listically concerned about limited fi- 
nancial resources. 

Obviously a screening process must 
be set up. The company must decide 
both in broad outline and in consid- 
erable detail where it is going or 
hoping to go and what it is trying to 
do. We must somehow succeed in 
encouraging free-thinking and imagi- 
nation and at the same time keep our 
feet on the ground with a healthy ap- 
praisal of what is practical and pos- 
sible. 





Tax Review 


ANNUAL AMENDMENTS TO THE INCOME 
Tax Act 

Bill C-39, An Act to amend The 
Income Tax Act, has now become 
law. In addition to enacting the 
changes announced by the Minister 
of Finance in his budget speech, the 
Act contains many other changes 
some of which are of quite a tech- 
nical nature whereas others are of 
more general interest. The amend- 
ments are sO numerous as to preclude 
a detailed appraisal, but a brief sy- 
nopsis follows. 


Charitable Donations 


For the 1958 and subsequent taxa- 
tion years, corporations will be per- 
mitted to deduct charitable donations 
to the extent of 10% of their income. 
This increase from 5% to 10%, to- 
gether with last year’s amendment 
permitting corporations to carry for- 
ward excess donations for one year, 
pretty well removes the tax restraints 
on the charitable inclinations of cor- 
porations. 


Provincial Tax Credits 

As announced by the Minister of 
Finance on December 6, 1957, the 
law has now been changed to ensure 
that corporations carrying on business 
in Ontario, whose fiscal year ended 
in 1957, are not allowed a 7% tax 
abatement on that portion of their 
profits earned in Ontario before Jan- 
uary 1, 1957. As previously indica- 
ted, the credit allowed to individual 
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taxpayers in the Province of Quebec 
is now increased from 10% to 13% 
of the federal tax otherwise payable, 
effective for the 1958 taxation year 
only. 


Business Losses 

Section 27(1)(e) has for some years 
allowed taxpayers to deduct business 
losses incurred in the five taxation 
years immediately preceding and the 
taxation year immediately following 
the taxation year from income from 
the business in which the loss was 
sustained. The strict requirement that 
the losses and income had to be 
from the “same” business was some- 
what inequitable. 

The amendment to this section per- 
mits the deduction of business losses 
from the income of the business as 
a whole without restriction as to 
source and is applicable to both cor- 
porations and individuals. To prevent 
trading in loss companies which this 
amendment would otherwise encour- 
age, an additional subsection has 
been added. It stipulates that losses 
may not be deducted in a current 
taxation year by a corporation where 
more than 50% of its capital stock has 
been acquired by a person or persons 
who did not at the end of the loss 
years own any of the corporation's 
shares, if the corporation was not 
during the current year carrying on 
the same business in which the loss 
was sustained. It is also provided 
that farming losses may only be de- 
ducted from farming profits. These 
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new provisions are applicable to the 
1958 and subsequent taxation years. 


Foreign Tax Credit 

A corporation with a permanent 
establishment in Quebec or Ontario 
which has paid tax to a foreign coun- 
try on income from a business car- 
ried on by it in that country can 
claim a foreign tax credit which, until 
the present amendment, was limited 
to the effective Canadian rate of tax 
after deducting provincial tax credits. 
A new subsection to section 41 now 
permits a corporation, in the 1957 
and subsequent taxation years, to 
claim a credit for the foreign taxes 
paid by it in two parts. First, the 
effective Canadian tax rate before 
provincial tax credits is applied to 
the business income from the foreign 
source and second, the effective Cana- 
dian tax rate after provincial tax 
credits is applied to all other income 
from the foreign country. The lesser 
of the aggregate of these two amounts 
or the tax actually paid to the foreign 
country may now be claimed as a 
foreign tax credit, thus alleviating 
somewhat the problems confronting 
corporations doing business in Que- 
bec and Ontario vis-a-vis those doing 
business elsewhere in Canada. 


Holding Company Expenses 

As a result of a 1957 amendment 
no proration of the usual corporate 
expenses as between taxable and non- 
taxable income is required where 
more than 50% of a holding com- 
pany’s property consists of shares in 
the capital stock of a subsidiary con- 
trolled corporation. Section 12(6) has 
now been broadened to apply where 
50% of the holding company’s pro- 
perty consists of shares (as formerly) 
and bonds, debentures, mortgages or 
hypothecs of or bills or notes of a 
subsidiary controlled corporation. 
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Lease-Options 

Section 18 was enacted in 1954 to 
prevent taxpayers from writing off 
the cost of fixed assets indirectly at 
a faster rate than is permitted under 
the capital cost allowance regula- 
tions. It provided that rental pay- 
ments under a lease-option or hire- 
purchase agreement could not be 
treated as deductible expenses. In- 
stead the total rentals called for by 
the agreement plus the option pay- 
ment were treated as the capital cost 
of the asset on which a normal capital 
cost allowance was permitted. Un- 
fortunately, the application of the 
section to numerous situations was 
unclear and, in the case of agree- 
ments which provided for realistic 
option prices, unfair. 

Section 18 has now been complete- 
ly revised in an effort to eliminate 
possible loopholes and to recognize 
bona fide lease-option arrangements. 
The section will no longer apply to a 
lease-option agreement entered into 
after 1957 where the amount fixed by 
the contract as the price at which 
the property may be purchased on 
the satisfaction of the condition (i.e. 
the option) is not less than 100% of 
the fair market value of the property 
at the time the contract was entered 
into if the option is exercisable within 
five years after that date. If the option 
is exercisable after five years but be- 
fore ten years, the option price need 
only be 75%, and if exercisable after 
ten years, it need only be 60% of the 
fair market value. 

Apart from the above exception, 
the old rules remain substantially 
unaltered in principle but distinguish 
between arm’s length and non-arm’s 
length transactions. If the parties are 
not dealing at arm’s length, the capi- 
tal cost of the asset in the hands 
of the lessee is deemed to be the 
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same as the capital cost to the lessor. 
In any other case, it is deemed to be 
equal to the last option price provided 
under the contract plus the total of 
all rental payments to be made minus 
the fair market value of any non- 
depreciable property such as land. 

If the arrangement is terminated 
before the lessee has exercised his 
option, he will be deemed to have 
disposed of the property for an 
amount equal to the capital cost to 
him minus the aggregate of rental 
payments already made. If there is 
more than one option date and the 
lessee exercises his option on any 
but the last date, he is deemed to 
have disposed of a portion of the 
property for an amount equivalent 
to the difference between all amounts 
payable under the contract and those 
already paid. 

The new section also provides that 
where the aggregate payments exceed 
the deemed cost to the lessor, the 
value of the property can be written 
up by the amount of the excess or, 
if the option is not exercised, the 
excess can be deducted as rent. 

Where the contract specifies that 
after exercising the option the pro- 
perty will belong to a person not deal- 
ing at arm’s length with the lessee, 
the lessee is deemed to dispose of 
the property at its undepreciated 
capital cost. The new owner is 
deemed to acquire the asset at its 
original capital cost less the capital 
cost allowance claimed by the lessor. 


Amalgamations 

Except for a single reference con- 
tained in section 82(3)(a), the Income 
Tax Act has been silent as to the 
tax consequences of amalgamations 
as provided for by the Companies 
Acts of certain of the provinces and 
many tax specialists have been quite 
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diffident about expressing opinions 
on the subject. With the enactment 
of a new section 85I and the repeal 
of section 82(3)(a), the long silence 
has ended. 

This section is applicable where 
two or more corporations merge to 
form a new corporation which takes 
over all the assets and liabilities of 
the amalgamating companies whose 
shareholders at the time of the mer- 
ger all become shareholders of the 
new corporation as a result of the 
merger. The date of the amalgama- 
tion establishes the commencement 
of the fiscal year of the new corpora- 
tion and the end of the fiscal years 
of each of the amalgamating corpora- 
tions. 

The section is so worded as to in- 
dicate the intention that the taxable 
income of the new corporation will 
be so determined as to preserve con- 
tinuity of treatment with respect to 
doubtful accounts and bad debts, in- 
ventory valuation, capital cost allow- 
ances, taxation reserves, etc., of the 
predecessor corporations. Although 
the undistributed income on hand 
(including tax-paid undistributed in- 
come) of each amalgamating com- 
pany is taken over by the new com- 
pany, apparently a deficiency of un- 
distributed income is not. Neither 
is a loss carry-over of a predecessor 
corporation available to the new com- 
pany. 

Although the underlying principle 
of the section is relatively simple, it 
is sufficiently comprehensive as to 
require close scrutiny. 


Past Service Payments 

Section 76 provides that employers 
may deduct annually one-tenth of 
an amount required to be paid in res- 
pect of past services rendered by em- 
ployees pursuant to an employees’ 
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registered pension plan. This section 
has now been changed to permit the 
deduction of the entire amount if 
paid in the taxation year. Where pay- 
ments have previously been made and 
only one-tenth of the amount allowed 
in each year, the balance may now be 
claimed in the 1958 taxation year. 


Oil and Gas Companies 

Pursuant to the announcement of 
the Minister of Finance in his bud- 
get speech, the amounts paid to Cana- 
da or a province for the rights to 
explore for natural gas or petroleum 
(including rights of the type com- 
monly referred to as a licence, per- 
mit or reservation) may be treated 
as exploration and development ex- 
penses if the rights are surrendered 
before production is obtained in rea- 
sonable commercial quantities. Sec- 
tion 83A is further amended to in- 
clude as drilling and exploration ex- 
penses the expenses of drilling cer- 
tain wells which are not directly 
used for the purpose of; obtaining 
petroleum or natural gas. - 


Stock Option Benefits 

Under section 85A which accords 
tax advantages to employees who re- 
ceive stock options, it is provided 
that the shares must actually be ac- 
quired from the company or from 
a corporation with which the em- 
ployer corporation does not deal at 
arm’s length. Effective for the 1958 
and subsequent taxation years, in the 
case of arrangements made after 
March 23, 1953, employees will be 
permitted to obtain the same ad- 
vantages if they acquire the shares 
from a trustee who holds the shares 
in trust for sale to employees. It is 
also provided that the valuation of 
the benefit is to be made when the 
employee acquires the shares from 
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the trustee and not when the trus- 
tee actually acquired the shares. 


Tax-Paid Undistributed Income 

Any company is allowed to pay a 
15% tax upon its undistributed income 
on hand at the end of the 1949 taxa- 
tion year. However, the tax had to 
be paid on the full amount of undis- 
tributed income on hand at the end 
of the 1949 taxation year, regardless 
of the amount of undistributed in- 
come on hand subsequent to that 
time. Where the undistributed in- 
come had decreased, the effective 
rate of tax could be very much higher 
than 15% if an election were made. 
Section 105 has now been amended, 
effective in the 1958 taxation year, 
to permit companies in this position 
to pay the 15% tax on the amount of 
undistributed income actually on 
hand at the time of election. 

Subsidiary companies which are 
not controlled by personal corpora- 
tions may now pay the special tax on 
undistributed income earned after 
1949 equal to 15% of the dividends 
paid between 1949 and the date that 
the company became a controlled 
corporation. Prior to this amendment 
it was always necessary when con- 
templating the acquisition of control 
of another company to consider hav- 
ing that company elect to pay the 15% 
tax on post-1949 income prior to the 
actual acquisition of control because 
subsidiary controlled companies could 
not make the election prescribed by 
section 105(2). 


Non-Resident-Owned Investment 
Corporations 

The non-resident tax of 15% on 
dividends, interest, etc. has not in 
the past been exigible on dividends 
paid by NRO investment corporations 
unless the company had not always 
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been an NRO corporation, in which 
case certain technical provisions were 
applicable. These provisions have 
been altered to provide that where 
after June 17, 1958 an NRO corpora- 
tion which has not always qualified 
under section 70 pays dividends, the 
15% tax will apply until all its retained 
earnings accumulated as an ordinary 
corporation are distributed. 


Methods for Computing Income 
Section 14(1) of the Act has now 
been repealed. This section prohibi- 
ted a taxpayer from changing his 
method of computing income with- 
out the concurrence of the Minister. 
Why this restriction has been re- 
moved is not clear, but it would ap- 
pear that taxpayers can now change 
their method of computing income 
at will, as long as the new method 
is reasonable in the circumstances. 


A new section, 43A, has been added 
to the Act which will permit the 
Minister to change the method of 
valuing inventory at the end of a 
taxation year without adjusting the 
opening inventory where the valua- 
tion is not in accordance with section 
14(2). Where application of this new 
section increases a taxpayer’s income, 
he may elect to apportion the in- 
crease and pay tax thereon in the 
manner provided by section 43. These 
changes are applicable to the 1958 
and subsequent taxation years. 


Estates and Trusts 

An unintended benefit has now 
been removed by prohibiting estates 
and trusts from claiming the optional 
standard deduction of $100. 

Where a non-resident trust pays 
tax in Canada, other than the 15% 
withholding tax, the portion of its 
income distributed to non-resident 
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beneficiaries will no longer be al- 
lowed as a deduction from the trust’s 
income subject to tax in Canada. 


Effective in 1958 and subsequent 
taxation years, rental income from 
real property received by a_ bene- 
ficiary through a trust or estate is to 
be classified as earned income and 
thus not subject to the 4% investment 
surtax. Provision is made for the al- 
location of rental income received 
by each beneficiary. 


Loans to Shareholders 

Where a loan by a corporation to 
an individual shareholder or personal 
corporation is deemed to be a divi- 
dend to the recipient, no tax relief 
was heretofore granted on repayment 
of the loan. A new paragraph to sec- 
tion 11 of the Act now provides that 
if a loan made after 1957 is deemed 
a dividend, the shareholder may re- 
duce his income in the year or years 
in which he repays the loan. It should 
also be observed that loans which are 
deemed to be dividends will no lon- 
ger qualify for the 20% dividend 
credit as the repayment is allowed 
as a deduction. 


Hobby Farmers 

The restrictive provisions govern- 
ing the deduction of losses by hobby 
farmers have been considerably re- 
laxed. Depreciation may now be 
claimed in the calculation of the loss 
which will be allowed in full up to 
$2,500. One-half of a loss in excess 
of $2,500 will also be allowed, but 
the combined total may not exceed 
$5,000. By virtue of the new amend- 
ment to section 27(1)(e) concerning 
business losses, unabsorbed hobby 
farming losses of previous years may 
only be deducted from hobby farming 
profits of the current year. 
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Pensions 

For some years an employee has 
been permitted to claim two separate 
deductions, up to a maximum of 
$1,500 each, for contributions to a 
registered pension plan in respect of 
his current services and for past ser- 
vices rendered before he was a con- 
tributor. It is now provided that even 
though an employee may have been 
a contributor to a plan he can still 
deduct past service contributions 
made during the year to the extent 
that his current service contribution 
is less than $1,500, provided he is 
not also claiming a deduction in res- 
pect of years when he was not a con- 
tributor to the plan. This permits an 
employee to re-establish his contri- 
butions in the event that he is sub- 
sequently re-engaged after having 
left his employer and also opens the 
way for an employee to provide him- 
self with a larger pension. 

In connection with registered re- 
tirement savings plans, the Minister 
may now accept for registration under 
section 79B a plan which provides for 
a joint annuity for the lives of the 
annuitant and his spouse where the 
payments to the survivor are reduced 
upon the death of his spouse. The 
Minister may also accept an annuity 
contract which provides for the com- 
mutation of the annuity payments 
remaining to be paid after the death 
of the annuitant. Another amend- 
ment provides that the proceeds from 
a plan which has not always been a 
registered retirement savings plan 
may be divided into two parts, one 
of which is regarded as proceeds from 
a registered retirement savings plan 
and the other of which is not. This 
distinction formerly applied only to 
plans entered into prior to the end 
of 1957. In addition, provision has 
now been made for the deduction 
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at source of the 15% tax imposed on a 
refund of premiums made on or after 
the death of a taxpayer. 


Section 77 of the Act provides that 
certain pension payments made to a 
retired employee out of special super- 
annuation or pension funds estab- 
lished prior to 1946 are free of tax in 
certain circumstances. This exemp- 
tion has been extended to such pay- 
ments received by the widow or de- 
pendants of a deceased employee. 


Pensions paid to members of the 
R.C.M.P., or their dependants, as a 
result of injury, etc., are exempt from 
income tax. 


Spouse’s Income 

Effective in 1958 and subsequent 
years, a taxpayer is entitled to a de- 
duction of $1,250 less his spouse's 
income where her income is more 
than $250 and less than $1,250. The 
effect of this is to grant an additional 
relief to those taxpayers whose 
spouses have incomes between $1,000 
and $1,250. It must not be forgotten, 
however, that the wife or spouse must 
pay tax on his or her income in ex- 
cess of $1,000. 


Alimony and Family Court 
Maintenance Orders 


Where a person living apart from 
his spouse paid an amount on a 
periodic basis by order of a com- 
petent tribunal for the maintenance 
of the recipient or children of the 
marriage or both, the payments will 
now be allowed as a deduction from 
the payor’s income and will be con- 
sidered earned income of the reci- 
pient. The parties are no longer re- 
quired to be actually divorced or 
legally separated. It is observed that 
alimony and similar payments re- 
ceived as a result of a divorce or 





Se A i ee 4 


TAX REVIEW 


separation agreement are now defined 
as earned income. 


Medical Expenses 

As outlined in the budget speech 
medical expenses will, after June 17, 
1958, include amounts paid for eye 
glasses, artificial eyes, laboratory or 
other diagnostic services, transpor- 
tation to or from hospital by ambul- 
ance, and drugs which have been 
prescribed by a doctor. 

Gifts 

Effective in the 1958 and subse- 
quent taxation years, a donor will, 
in addition to the normal gift tax 
exemption, receive an additional 
once-in-a-lifetime exemption of $10,- 
000 if the gift is real property given 
to his spouse as their home, or if it 
is real farm property given to a child 
of the donor. 

Where gift taxes have been paid 
by a donor upon gifts which are also 
included in his estate upon death, 
they will be refunded to the extent 
that they exceed the succession duty 
or estate tax imposed upon them if 
death occurs after June 17, 1958. 


Technical Amendments 


Where a trust governing an em- 
ployees’ profit-sharing plan has in- 
come eligible for the 20% dividend 
credit, the trustee will in future al- 
locate to the employee beneficiaries 
that portion of the income under the 
plan which consists of dividends from 
taxable Canadian corporations so that 
they may claim the 20% dividend 
credit. 

An individual who has wound up 
or disposed of a partnership or busi- 
ness in Canada will now be prevent- 
ed from postponing the end of his 
fiscal period to a taxation year when 
he is beyond the application of Cana- 
dian taxes. 
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Children in respect of whom 
amounts are paid as family assistance 
to immigrants and settlers shall be 
classed as children qualified for 
family allowances for the 1958 taxa- 
tion year. 

Deduction from investment income 
now include gifts made to Her 
Majesty in right of Canada and the 
$100 standard deduction. Included 
in the definition of earned income 
are alimony and similar payments re- 
ceived as a result of a divorce or 
separation, and payments received for 
maintenance. Furthermore, rental 
losses must be deducted from earned 
and not investment income. 


Taxpayers now have four instead 
of two years in which to apply for a 
refund of an overpayment of tax. 
This new provision is applicable in 
respect of overpayments made in the 
1954 or subsequent taxation years. In 
addition, interest payable by the 
Government on overpayments has 
been increased from 2% to 3%, appli- 
cable to overpayments made in the 
1958 or subsequent taxation years. 


Following a recent judgment where 
it was held that a notice of objec- 
tion had to be actually received by 
the Deputy Minister of National 
Revenue for Taxation at Ottawa with- 
in the prescribed time limits, it is now 
provided that such a notice will be 
considered as being served on the 
date it is sent by registered mail. The 
same provisions will also apply in 
respect of appeals. 

Effective in 1958, taxpayers ac- 
counting for income on a cash basis 
who derive income from farming or 
a profession may not deduct certain 
reserves allowed to taxpayers on the 
accrual basis under section 85B. 


Taxpayers entitled to claim a 3% 
mortgage reserve under section 85G 
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in respect of loans made by them 
may now also claim such a reserve in 
respect of mortgages, etc. purchased 
by them. 

Taxpayers appealing to the Ex- 
chequer Court will no longer be re- 
quired to give $400 security for costs 
but will instead pay a $15 filing fee. 

Subsection (9)(a) of section 28 out- 
lines certain specific cases where the 
designated surplus provisions will not 
be applicable. This subsection has 
been broadened to remove the quali- 
fication that the corporations must 
be “wholly-owned” subsidiaries, they 
may now be merely “controlled”. In 
addition, the qualification contained 
in paragraph (b) of the same subsec- 
tion is altered by deleting the words 
“after 1954”. 


TAX CASE 


Bonus Stock 

The appellant in this case, an un- 
derwriter and security trader, had 
loaned money to a mining company 
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for which it received, as well as in- 
terest, the right to acquire certain 
quantities of the shares of the bor- 
rowing company at a nominal price. 
The shares were subsequently taken 
up and sold at a profit which the Min- 
ister assessed to tax. Both the In- 
come Tax Appeal Board and the Ex- 
chequer Court upheld the Minister. 
It was ruled that the acquisition and 
sale of shares of the mining company 
were transactions of the appellant's 
business as the sole purpose in enter- 
ing into the transactions was not to 
earn the interest so provided for but 
to obtain the right to acquire shares 
at a favourable price and to realize 
the profit that could be made from 
their sale. Although a bonus received 
by a lender as compensation for capi- 
tal risk could be regarded as capital 
if the loans were made as investments, 
such a bonus could not be so regarded 
if, as in the present case, it was ob- 
tained in the course of the operation 
of the lender’s business. (Stuyvesant- 
North Ltd. v. M.N.R.) 





BY PETER C. BRIANT, M.B.A., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“MANAGERIAL Uses OF ACCOUNTING IN 
GovERNMENT’ by William W. Werntz. 
The Federal Accountant, June 1958, 
pp. 16-28. 

In this article, a partner of an 
American public accounting firm 
catalogues some of the ways in which 
accounting techniques are now em- 
ployed in federal practices and points 
to further applications of industrial 
accounting techniques and systems to 
government accounting problems. 

According to Mr. Werntz, there are 
three essentials of a good accounting 
system: an interest in the system, an 
organization, and an appreciation that 
accounting data to be useful must be 
used by management. In government, 
managerial accounting, as outlined by 
the author, can be used to supple- 
ment the appropriation and fiscal con- 
trols currently being used. For the 
profit motive in industry, he would 
substitute the professional pride of 
the governmental accountant. 

The prime area in which lessons 
learned in industrial accounting can 
be useful in government is cost con- 
trol, writes Werntz. But they can 
also be applied to control of receiv- 
ables, payables, imprest funds, travel 
advances, and property ledgers. He 
also points to their usefulness in find- 
ing applications for business machines 
and the techniques of operations re- 
search. 


“MATHEMATICAL MObDELS IN BUSINESS 
Accountinc” by Richard Mattessich. 
The Accounting Review, July 1958, 
pp. 472-481. 

This paper draws attention to the 
increasing use of the concept of 
“model” in accounting literature. It 
distinguishes between economic mod- 
els and accounting models, defines the 
latter, demonstrates the presentation 
of a whole accounting cycle in the 
mathematically formal way of an ac- 
counting model, discusses by way of 
practical example the independent 
and dependent variables in such a 
system, and shows how the structure 
of accounting models is graphically 
presentable. It also gives, with the 
aid of balance sheet ratios, an ex- 
ample of combining accounting mod- 
els with economic models and demon- 
strates the application of this ap- 
proach to decisions regarding the 
asset and capital structure of a firm. 

Intended to be nothing more than 
a path-breaking experiment, _ this 
paper should be of greatest interest 
to accounting teachers, particularly 
those with a twin interest in account- 
ing and economics. 


AUDITING 
“STANDARDS FOR THE REVIEW OF IN- 
TERNAL Contro.” by R. K. Mautz. 
The Journal of Accountancy, July 
1958, pp. 27-31. 

Review of internal control is gen- 
erally accepted as a basic step in 
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audit program planning. But, in Pro- 

fessor Mautz’s view, this is an area in 

which clear standards to guide the 
public accountant in his work are 
lacking. 

Favouring a broad definition of in- 
ternal control, he proposes the follow- 
ing tentative standards for its re- 
view: 

(1) The formal and informal organization 
of the company under examination is 
to be studied sufficiently to enable the 
auditor to conclude: 

(a) Whether authority for the per- 
formance of essential financial and 
accounting activities is clearly 
established and specifically pre- 
scribed. 

Whether responsibility for the per- 
formance of financial and account- 
ing activities is fixed. 

Whether the authorization, record- 
ing, review, or approval of finan- 
cial and custodial activities is ac- 
complished by persons other than 
those who perform such activities. 

The financial and accounting proced- 

ures in use by the company under 

examination are to be studied sufl- 
ciently to enable the auditor to con- 
clude: 

(a) Whether completed transactions 
have been reviewed sufficiently to 
give reasonable assurance that 
financial transactions have been 
effected as authorized and that un- 
authorized and otherwise irregular 
transactions have been discovered. 
Whether mechanical and other 
proof devices are utilized suff- 
ciently to reduce errors and _ ir- 
regularities in operating and finan- 
cial data to a reasonable minimum. 
Whether reports are required and 
prepared to indicate responsibil- 
ity for the authorization, perform- 
ance, review, and approval of 
financial and accounting duties 
and transactions. 

The work of the employees in the 

financial and accounting departments 
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of the company under examination 
should be reviewed sufficiently to en- 
able the auditor to conclude whether 
they discharged their assigned duties 
in a satisfactory manner. 
The protection given valuable assets 
and records by the company under 
examination should be studied suffi- 
ciently to permit the auditor to con- 
clude whether the risks of destruc- 
tion, theft, violation, or other loss have 
been reduced to a reasonable minimum. 
If financial or accounting department 
procedures are considered unsatisfac- 
tory for internal purposes, sufficient 
investigation should be made of related 
or supporting procedures outside those 
departments to enable the auditor to 
conclude whether the apparent weak- 
ness is offset by other procedures. 
Whether these or other standards 
are generally approved, they stress 
the importance of defining more 
clearly the auditor’s responsibility in 
this area. 


BUSINESS CONDITIONS 


“CANADIAN BupGET PANORAMA” by 
Monteath Douglas and Barbara Hen- 
neberry. The Conference Board Busi- 
ness Record, July 1958, pp. 270-275. 

In the light of the budget estimates 
for the current fiscal year, Canadian 
economic recovery in 1958 will mainly 
depend, according to Douglas and 
Henneberry, on the internal factors of 
sustained personal consumption, in- 
creased investment in social capital 
and higher levels of government 
spending. 

They expect personal consumption 
to give the economy at least the sup- 
port it has provided since the down- 
turn began, and claim that it may 
well become a more positive factor 
in the long run. Operating power- 
fully to stabilize the business reces- 
sion in Canada, consumer expendi- 
ture, credit and saving in 1957 im- 
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plies continued staying power this 
year, they say. 

If the capital investment forecast 
of $8.3 billion this year proves to be 
accurate, it will be only slightly less 
than last year’s, and will represent 
more than 25% of gross national pro- 
duction. Housing and “social capital” 
(roads, schools, etc.) are expected to 
rise from 35% to 41% of aggregate in- 
tentions, with business investment 
falling from 65% in 1957 to 59% this 
year. This shift in emphasis, in the 
authors’ opinion, is advantageous to 
the Canadian economy: there will be 
almost no loss in employment, while 
the reduction in machinery imports 
will reduce our trade deficit with the 
U.S.A. Furthermore, they point out, 
plans for housing and social capital 
projects are less subject to downward 
revision than the plans of private 
industry. 

Export trade is reported to be still 
a dynamic element in our economy. 
Total exports are expected to remain 
at the present aggregate level through 
1958, provided inventory liquidation 
in the United States is now slowing 
down. But, in the long run, Douglas 
and Henneberry believe that eco- 
nomic conditions in Canada will be 
increasingly sensitive to conditions 


south of the border. 


“Tue RUNOFF IN INVENTORIES,” Fed- 
eral Reserve Bank of Kansas City 
Monthly Review, August 1958, pp. 
9-12. 

Total business inventories in the 
United States are reported to have 
been reduced by less than 5%, while 
sales of business firms have declined 
nearly twice as much from their peak. 
Excessive inventory holdings in the 
hands of many manufacturers are, 
therefore, still burdensome. 


The Review looks for a tapering 
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off in the rate of inventory reduction, 
but warns that any improvement will 
depend largely upon the future 
strength in the trend of new orders 
and sales. It also draws attention to 


the fact that while a slowing down in 
inventory liquidation will provide a 
slight stimulating effect, sustained 
economic recovery in the United 
States rests heavily on the renewed 
growth of final consumption. 


EQUIPMENT 

“ELECTRONIC Data ProceEssING’s SEC- 
onp DecapvE” by W. K. Drake. Sys- 
tems and Procedures, August 1958, 
pp. 30-34. 

In the next ten years, improvements 
in electronic data processing equip- 
ment will make it more com- 
pact, less expensive and increasingly 
efficient, reports the author of this 
article. We can expect to see transis- 
torized computers become more com- 
mon. They will be smaller and cheap- 
er, and will operate four times faster 
than present equipment. Automatic 
coding and programming techniques 
and mass-storage methods will be- 
come increasingly practical. Machine 
aided design, where one computer as- 
sists in the design of another, will 
make the tailoring of special purpose 
equipment and systems efficient and 
practical. 

Character-reading input equipment 
will be in common use, Mr. Drake 
says, thus eliminating many trans- 
lation and intermediate steps. Docu- 
ment handling equipment will be- 
come available. Printers will be 
quieter and faster. Magnetic core 
memories will be larger and faster, 
with cycle times in tenths of micro- 
seconds. Reliability will be taken for 
granted and maintenance will consist 
of a periodic check-up only. 
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Confessing that we are now in a 
period of disenchantment about 
E.D.P., Mr. Drake predicts that any 
firm that is not now studying applica- 
tions of E.D.P. is heading for disaster 
in the next decade. 


FINANCE 


“ECONOMIC ANALYSIS AND RATE OF 
RETURN ON INVESTMENT” by L. Milton 
Woods. The New York Certified Pub- 
lic Accountant, August 1958, pp. 549- 
557. 

The field of analysis for purposes of 
budgeting and forecasting capital ex- 
penditures is a large one, rapidly 
being filled by engineers and econo- 
mists. The professional accountant is 
in a uniquely favotrable position to 
render a useful service to manage- 
ment in this area because he has the 
financial data readily available for 
use in preparing these analyses, and 
his auditing responsibility affords 
ideal opportunities for preparation of 
progress reports on investments un- 
dertaken. There is a definite chal- 
lenge to the public accountant to 
enter this field, if he will but accept 
it, says the author of this article. 

He goes on to discuss and illustrate 
_the use of various methods of analyz- 
ing the profitability of proposed cap- 
ital expenditures, ranging from the 
simple, but rarely adequate, cash 
payout method, to the more complex, 


but more useful, discounted cash 
flow method. 


There is no such thing as a uni- 
versal method, warns the author, and 
no substitute for executive judgment. 
It is in the objective selection and ap- 
plication of the proper method that 
the public accountant can perform his 
greatest service in this field, he writes. 
The evaluation of a project by the 
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company engineer or economist is, in 
his opinion, often less than objective. 


“EVALUATION OF Stock Drvipenps” 
by C. Austin Barker. Harvard Busi- 
ness Review, July-August, 1958, pp. 
99-114. 

Many good reasons have been ad- 
vanced in support of stock dividends. 
Their popularity among financial men 
is apparent from the fact that last 
year, when the Dow-Jones industrial 
average dropped 100 points, stock 
dividends on the NYSE numbered 
177, the second highest total in his- 
tory. 

Dissenting from the popular view, 
but conceding that stock dividends 
can produce a substantial increase in 
the number of shareholders, Mr. 
Barker writes as follows: “Despite 
strong opinions to the contrary ... 
stock dividends alone, whether large 
or small, produce no lasting gains 
in market price for widely held 
stocks. They are not a means of avoid- 
ing double taxation, nor are they 
customarily employed to conserve 
cash. Moreover, plans for regularized 
issuance of stock dividends are ex- 
tremely difficult to carry out. Stock 
dividends are also more expensive to 
issue than stock-split distributions 
and . . . an inconvenience to share- 
holders . . . A cost-conscious man- 
agement will try to avoid the ex- 
tremely small-size stock dividends 
and particularly the so-called multiple 
issue type . . . Where it is desirable 
to bring the common stock into a 
more popular price range, manage- 
ment may find it economically prefer- 
able to issue infrequent, larger-size 
stock dividends or . . . to undertake a 
stock split-up. 

“The final decision should be made 
in full recognition of the fact that 
the stock’s competitive cash-dividend- 
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paying power, as contrasted with gen- 
eral market dividend action, is the 
fundamental determining factor in 
achieving a real price gain . . .” 

He does concede, however, that 
stock dividends, like split-ups, can 
produce a substantial increase in the 
number of shareholders. 


GENERAL 

“Quick MEDICINE FOR YouR EXECU- 
tive Reapinc Loap,” by Philip H. 
Headings. Business Horizons, Spring 
1958, pp. 92-108. 

Techniques for lightening the bur- 
den of required business reading are 
discussed in this article. 

First of all, states the author, the 
executive must learn to prune, and 
prune ruthlessly. This can be done 
by avoiding overlapping material, 
delegating to responsible subordin- 
ates, using the services of experts, 
and discarding worthless reading 
matter. 

Reading speed, according to Head- 
ings, can be greatly increased 
through a determined self-improve- 
ment program. To this end, he ad- 
vises reading as rapidly as compre- 
hension will allow, and by “thought- 
units”. The purpose for which the 
reading is being done should be kept 
in mind, and reading techniques 
adapted accordingly. Skimming is a 
valuable reading device in many in- 
stances, he states. On the other hand, 
certain materials require one of sev- 
eral types of “careful” reading, the 
techniques for which vary. The 
ultimate goal of good reading is the 
ability to read critically — to detect 
possible distortions and misinterpre- 
tations, to know exactly what has 
been said and why, and to improve 
one’s own thinking and writing via 
reading. 








SYSTEMS 


“SOME PRINCIPLES OF ACCOUNTING 
Systems Desicn,” by Charles T. Zlat- 
kovich. The Accounting Review, 
July 1958, pp. 419-422. 

Here are five basic considerations 
for the designer of an accounting 
system to bear in mind: 

1. Satisfy the information needs of 
those associated with the partic- 
ular accounting entity. 

2. Provide the information when 
needed and at relatively low cost. 

8. Internal control and check, in- 
herent in the system, should pro- 
vide protection of assets and 
fidelity of recording as a more or 
less automatic by-product of the 
recording process. 

4. Uniformity and consistency of ap- 
plication are essential. Without 
these, meaningful comparisons are 
impossible. 

5. The original framework must be 
so devised that changes in what is 
being accounted for can be accom- 
modated with a minimum of alter- 
ation of the basic structure. 


BOOK REVIEW 


“Essentials of Accounting” by William 
A. Paton and Robert L. Dixon; Brett- 
Macmillan, Ltd., Galt, Ont., 1958; 800 
pages; $7.50. 

The scope of an introductory text 
in accounting is a moot question. No 
one will quarrel with the contention 
of the authors of “Essentials of Ac- 
counting” that it should not be neces- 
sary to water the subject down to 
avoid putting undue pressure on pres- 
ent-day students. However, there are 
tangible limits both to the amount 
that can be taught and to the amount 
that can be absorbed in an intro- 
ductory course. This book contains 
800 pages of text (problems and 
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practice sets printed separately) in- 
cluding chapters on cost accounting 
and on consolidated statements. 

The writing of the authors is at its 
authoritative best when discussing the 
more advanced and theoretical as- 
pects of the subject. In fact, it would 
be difficult to improve on this phase 
of the work. On the other hand, the 
important introductory chapters 
which lay the foundation for a com- 
plete grasp of the subject leave some- 
thing to be desired. 

In the early chapters artificial or 
outmoded forms are used to illus- 
trate journalizing techniques. The 
student is introduced first to a “diary” 
and to a skeleton journal form. Then 
an artificial assumption is made 
(chapter 7) that the two-column 
journal is the only book of original 
entry required for a complete set of 
business transactions. A further as- 
sumption is made (chapter 9) that a 
multi-column journal together with 
the two-column are the only books 
of original entry. Finally, on page 
181, the need for specialized journals 
is admitted, the first example of 
which appears in chapter 10. 

The double-entry technique is de- 
veloped in the introduction from an 
unhappy combination of skeleton T- 
accounts and “left-hand, right-hand” 
terminology. Apart from the fact that 
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the formal ruling and balancing of T- 
accounts is a useless exercise for Can- 
adian students, this approach gives 
rise to such complicated explanations 
as the following: “It is noticeable 
that under this procedure the balance 
is first entered on the right-hand side 
although it is a left-hand balance . . .” 
p. 46. 

A summarization of the accounting 
cycle which can be used in the early 
stages to provide an overall picture 
of routine procedures is not presented 
until page 149. 

These criticisms apply only to the 
early chapters, the development of 
which does not seriously detract from 
the overall excellence of the work. 


On the whole this is a very im- 
portant contribution to accounting 
literature both for the accounting stu- 
dent and for the accountant in busi- 


ness. 
F. N. Bearp, C.A., 
University of Toronto 


BOOKS RECEIVED 


“Staples on Back Duty” (7th ed.) by Percy 
F. Hughes; Gee & Co. (Pub.) Ltd., Lon- 
don, 1958; 189 pages; 24 sh. 6d. 

The latest edition of this standard British 
tax publication gives comprehensive ex- 
amples of the working of back duty cases 
and includes a full reference to the pro- 
visions for the disclosure of bank interest. 
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Students Department 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


CORRESPONDENCE 


Sir: I worked through Problem 4 for which 
a solution was offered in the July, 1958 
Students Department. The income tax pay- 
able that I arrived at agreed with that shown 
in the printed solution. However, I do not 
agree with the latter part of the solution 
where “taxable income” is shown as $5l,- 
927. Division C of the Income Tax Act 
(which includes sections 26 to 30 inclu- 
sive) lays down the items which may be 
deducted from income in arriving at tax- 
able income and includes, among other 
items, the following: 

1. Charitable donations — 

27(1)(a). 


section 


2. Business losses — section 27(1)(e). 
3. Dividends from taxable Canadian 
corporations — section 28(1)(a). 


It would seem, therefore, that the taxable 
income is $40,727. In addition, I feel the 
solution would be improved if the income 
for tax purposes of $54,660 was described 
as such, 

F. G. TowNsEND 
Toronto, Ontario. 


Editor’s note: The editor has checked the 
Income Tax Act and the published solution, 
and is of the opinion that Mr. Townsend 
is correct in his criticism. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 
Intermediate Examination, October 1957 
Accounting II, Question 1 (10 marks) 

The inventory of B Co. Ltd. for statement purposes is based upon a 
physical stocktaking on July 30 and adjusted to effect a proper cut-off as at 
July 31, the end of the company’s fiscal year. 

As part of his verification of the inventory cut-off, CA, the shareholders’ 
auditor, attended the physical stocktaking on July 30, 1957, and satisfied 
himself that all merchandise on hand was included in the physical count. 

In his subsequent examination of the merchandise records of B Co. Ltd., 
CA checked the pricing of the inventory and the mechanical accuracy of 
the stock sheets which showed a total inventory of $123,560 as at July 30, 
1957. The following transactions which took place immediately before and 
after the end of the year were noted: 


875 
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From the voucher register and receiving records: 











Voucher Date Date of Date Merchandise 
Number Entered Invoice Received Cost 
; ~ 1957— ~~ 1957 ~ 1957 iw 
BERG chs fos) | See July 26... Ne Ms ces ed $3,500 
J July. OM es A 2ee eae 1,560 
oS EE SO I Se SO WOR case 6,000 
ee: Paar Aug. 2........July 29 .... 6,150 
eee ews ae Oe or July 28........July 29. ‘. aTgs 

From the sales journal and shipping records: 

Invoice Date of Invoice Date Merchandise Selling 
Number and Date Entered Shipped Price 
ie . Sapir ch 
1788... .. oly ZS... .. ix ....$ 600 
ae | i.e. 3 .. 15190 
1790... ||| 1,525 
R701 |... 2. 0 eer ..July 28 . 1,420 
i Se Eee UC : . 2585 
ere ON MR a ahh ae od Aug. 4 - 1,600 


(Gross profit ratio is 25% of selling price) 

The policy of B Co. Ltd. with regard to the passage of title in a pur- 

chase or sale transaction has been as follows: 

(i) When merchandise is purchased, title passes as of the date of the 
supplier’s invoice or the date the goods are received, whichever is 
earlier. 

(ii) When merchandise is sold, title passes to the customer as of the 
date the goods are shipped. 

Required: 

(a) Calculate the amount of the year end inventory for statement 
purposes. 

(b) Prepare journal entries, complete with narratives, to adjust the 
purchases account and the sales account as of July 31, 1957. 

Nore to Srupents: For the purpose of this question, students are to accept 
the policy og B Co. Ltd. with regard to the passage of title to 





merchandise. 
A SOLUTION 
B CO. LTD. 
CALCULATION OF INVENTORY AS OF JULY 31, 1957 
I MN NING ios 5 Shares 6 deh acs ds be saw ale ob o8 2 $ 123,560 
Add: Goods purchased 
RIE es ast Shc ke ena seOe ee «seamen $ 3,500 
ests Csi ties he areca Saigon abi bees eases 1,560 
USER Seco Sager eee Pa ee na On Never eae 6,000 
11,060 
"134,60 
Deduct: Cost of goods sold: 75% of $600 .................... 450 


Inventory for year-end statement purposes ............... ; 
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1957 

: Se ree RE eee eee ree wma de: 16,875 

WOMENS NURI 3.5 chs oases se ee sss Beek 16,875 
) : To set up invoices entered in August for purchases 
) either received or billed in July: 
) Mitts ae es 20 te Scag hee $ 6,000 
) RUC sihe bem cis asl ete e Rt 6,150 
en) ohh eM Rae eke ass 4,725 

| $16,875 

Set CRENEED 60. ck AAEM MelAAits i SOS Rehr dS wr ai 2,675 

) Accounts receivable ....................-. 2,675 
) To reverse sales recorded in July in 
respect of goods shipped in August: 
) WOUEE TTGO - sea Se cee ees 3 18 
) UG sedes ees povec accesses, Agee 
) seetomes 

$ 2,675 
July 31 Accounts receivable ........... TAWA, ; 3 ©=—6- 3955 
: MMR atte ake te hee tas xe ciealle PEST 3,955 


To record sales of goods shipped in 
July but not billed until August: 


Invotes 1701... 006... - $ 1,420 
PN ae isso Bee 2,535 


$ 3,955 





Editor’s Note: In part (b) journal entries based on the assumption that the company 
maintained perpetual inventory records which would be adjusted to actual count 
for statement purposes, were accepted. 


PROBLEM 2 


Intermediate Examination, October 1957 
Accounting II, Question 2 (14 marks) 


Late in 1954, A Co. Ltd. was formed and acquired the patent rights to 
an industrial machine. During 1955, the company produced and sold 30,000 
machines. The selling price was $36 per machine and the gross profit, after 
including factory service expense of 20% of direct costs, was $9 per machine. 
Other expenses incurred during the year amounted to: 

Selling expenses — $2.30 per machine sold 

General and administrative expenses — $1.70 per machine sold 
It was discovered that another company had infringed on the patent 
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rights during 1955. A Co. Ltd. was suing for the full amount of profits lost 
by reason of 6,000 machines produced and sold by the infringing company. 
CA has been asked by the management of A Co. Ltd. to assist in the 
preparation of the amount of the company’s claim. Management advises that: 
(i) Production and sales could be increased up to 30% more than 
present level without any major plant expansion. 
(ii) For each 5% increase in volume over the present level: 
(1) Total factory service expenses would increase 4% of the costs 
of the entire output at the present level. 
(2) Total general and administrative expenses would increase 3% 
of the costs of the entire output at the present level. 
(iii) The current unit selling expense of $2.30 per machine sold would 
not be affected by any change in volume of sales. 


































Required: 
Your calculation of the amount that A Co. Ltd. should claim for profits 
lost in 1955. 
A SOLUTION 
A CO. LTD. 
CALCULATION OF CLAIM FOR Prorit Lost 
for the year ended December 31, 1957 

Actual Hypothetical 
Volume Volume 
(30,000 ) (36,000) 






RMR EN ee is ho ea tk Screen eae $1,080,000 $1,296,000 






Cost of goods sold 
Direct labour and material ................. 675,000 810,000 
Factory service expense ................. 135,000 156,600 













810,000 966,600 
Gross profit ..... A I pti a aot RNa 270,000 329,400 
Selling expense . dicks so OE Ae 8: 69,000 82,800 
General and administrative expenses ........... < 51,000 57,120 





120,000 139,920 





Net profit .. Ne ee tston $150,000 189,480 









150,000 





Profit lost .. oi eA Nc Rea A Se $ 39,480 














Editor’s Note: The examiner reports that he also accepted as alternative solutions a 
percentage calculation for factory service expenses and general administrative 
expenses based on either $810,000 or ($810,000 +- $120,000). 
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st PROBLEM 3 
Final Examination, October 1957 
Auditing I, Question 3 (18 marks) 


Through a change in share control, CA has been appointed auditor of a 





. company for the fiscal year ending April 2, 1957. The company was incorp- 
orated under the Companies Act (Canada) several years ago. The accounts 
is of the company have been audited by a firm of chartered accountants regu- 
larly since incorporation. 
g The company’s consolidated balance sheet as at April 2, 1957, prepared 
by the comptroller for inclusion in the company’s annual report, sets out the 
d following information relating to the company’s long term indebtedness: 
Lonc TERM INDEBTEDNESS 
First mortgage and collateral trust bonds: 
Authorized: Original amount ................ $1,500,000 
S | Less: Redeemed and cancelled ............. 391,500 
$1,108,500 


Issued and outstanding: 
3% serial bonds maturing $20,000 on April 1, 
1950 and $20,000 on April Ist of each 
year thereafter up to and including 1959. 
Redeemable before maturity, in whole but 
not in part, at the option of the company 
at 101 and accrued interest ............... $200,000 
Less: Bonds matured and redeemed ...... $ 160,000 
Bonds maturing on April 1, 1958 
(included above as a current lia- 
ees ee cae oe, ls, 20,000 180,000 





$ 20,000 
4% sinking fund bonds due April 1, 1969. Re- 
deemable in whole or in part at the option 
of the company at 101% until April 1, 1959, 
at 101 thereafter until April 1, 1964 and 
thereafter at par; in each case with accrued 


interest to the date of redemption ........ $ 800,000 
Less: Bonds purchased 
by the trustee ......... $231,500 
Cash held by the trustee ... 248 231,748 568,252 














$588,252 
Less: Provision for sinking fund instalment 
due July 1, 1957 (included above 
as a current liability) ............. 87,099 $551,153 
Mortgages payable of subsidiary company— 
Pee OULMONCNIE 5c. hee ce ek see es 50,000 


$601,153 
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1. 


2. 


10. 


The shareholders of the subsidiary company included in the consolidation 


have retained the former firm of chartered accountants to continue to act as 
the auditor of the subsidiary company’s accounts. 


Required: 


Outline the procedures which CA should undertake in order to form an 


opinion on the adequacy of the presentation of “Long Term Indebtedness” 
in the consolidated balance sheet as at April 2, 1957. 


A SOLUTION 


Audit Procedures to Form an Opinion on the Presentation of Long Term 


Indebtedness in the Consolidated Balance Sheet 

Check the authorized amounts, terms of redemption, and other details 
of each type of bond from the deed of trust. 

Confirm the original issue of both types of bonds with prior audited 
financial statements and check to company’s books. 


. Check the serial bonds redeemed at April 2, 1956 ($140,000) from the 


books and the prior audited financial statements, and check the current 
year’s redemption from minutes, payments records and bonds returned 
and cancelled. Calculate the interest on the serial bonds outstanding 
during the year and check with books. 


. Determine that provision for redemption of serial bonds April 1, 1958 


($20,000) has been made in the accounts and shown in the current lia- 
bilities on the balance sheet. 


. Confirm the balances relating to sinking fund bonds as of April 2, 1956 


by reference to the books of the company and its audited financial state- 
ments, and determine that any subsequent changes have been authorized 
in the minutes and are consistent with the requirements of the trust 
deed. Determine that all requirements of the trust deed have been 
met, and check the actual payments to the trustee during the year. 
Check the provision for the instalment due at July 1, 1957 with the 
trust deed and prior financial statements. 

Confirm the present holdings of the sinking fund bond trustee by con- 
tacting him directly. 


. Check the trustee’s earnings and determine that the interest earned 


by the trustee has been properly recorded in the accounts. 


. Check with the auditors of the subsidiary company to confirm that no 


outstanding bonds are held by the subsidiary company. 


. Check the mortgages payable with the audited financial statements of 


the subsidiary. 
Compute the working capital of the company, and determine that no 
provision in the trust deeds relating to the maintenance of working 
capital has been violated. 
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British Columbia 


Helliwell, Maclachlan & Co., Chartered 
Accountants, announce the admission to 
partnership in their Vancouver office of W. 
G. Mitchell, C.A. and H. B. Smith, C.A., 
and in their Victoria office of J. N. Bond, 
C.A, and J. Woolcock, C.A. 

Ross, Touche & Co., Chartered Account- 
ants, announce the removal of their office to 
Imperial Bank Bldg., 580 Granville St., 
Vancouver 2. 


Ross, Touche & Co., Chartered Account- 
ants, announce the closing of their Cran- 
brook office. Their practice has been as- 
sumed by A. J. Shankland & Co., Chartered 
Accountants, Box 1450, Cranbrook. 

Laurence M. Kershaw, C.A. announces 
the removal of his office to 3108 Oak St., 
Vancouver. 

R. K. Mitchell, C.A. announces the open- 
ing of an office for the practice of his 
profession at 35 - 6th St., New Westminster. 


Ontario 

Philip Morphy, C.A. has been appointed 
comptroller of Fleet Manufacturing Ltd., 
Fort Erie. 

George Moller, C.A. has been appointed 
vice-president of Robertson-Irwin  Ltd., 
Hamilton. 


James B. Waugh, C.A. has been appoint- 
ed assistant professor, school of commerce, 
department of business administration, Uni- 
versity of Manitoba. 


W. Albert Robertson, C.A. has been ap- 
pointed general manager and comptroller of 
Durham Crushed Stone Ltd. and Grey Wel- 
lington Paving Co. Ltd., Durham. 


N. E. Butler, B.Com., C.A. announces 
the opening of an office for the practice 
of his profession at 110 Jarvis St., Fort 
Erie. 


Quebec 

Bruno Cormier, C.A. has been appointed 
a vice-president of Sanitary Refuse Collec- 
tors Inc., Montreal. 

Charles McLaughlin, C.A. has been elec- 
ted chairman of the taxation committee of 
“le chambre de commerce du district de 
Montreal”. 


Molson & Cushing, Chartered Account- 
ants, announce that henceforth the prac- 
tice of their profession will be conducted 
under the firm name of Cushing, Rennie & 
Smith, Chartered Accountants, with offices 
at 437 St. James St. W., Montreal. The 
partners of the firm are: Eric A. Cushing, 
C.A., Donald F. Rennie, C.A. and James 
C. Smith, C.A. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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TERR Ahan kona te 


ONTARIO INSTITUTE 

C.A. Scholarships: Joel E. Slan and Heather 
M. Burns are the winners of the $1,000 
C.A. university entrance scholarships for 
1958. Mr. Slan is a graduate of Forest 
Hill Collegiate Institute in Toronto and 
Miss Burns graduated from the Etobicoke 
Collegiate Institute. Both scholarship win- 
ners plan to enrol in the Commerce and 
Finance Course at the University of Tor- 
onto. 


Jor your 


Researc 


Bulletins 


HAMILTON AND DISTRICT STUDENTS 

A meeting of the executive was held 
on September 4, 1958. The following of- 
ficers were elected for the coming year: 
president, Ronald Bowie; secretary, John 
Guza; treasurer, Murray Nicholson. 

Arrangements have been made for the 
fall dance to be held Friday, October 31, 
at Robert’s Restaurant, Hamilton. Further 
details will be forthcoming to members 
of the association. 


ATTRACTIVE NEW 
BULLETIN BINDERS 


Made of durable green pressboard and fitted with easy-to-use screws; 
will hold up to 30 bulletins in neat handy form. A distinct improvement 


over the present gray bulletin folders. 


$1.00 each 


Special Offer for limited time only: Binder and complete 


set of current bulletins, including preface and table of contents, (reg. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


69 Bloor Street East 


Toronto 5, Ontario 








HE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS | 


List of Publications 


Books and Brochures 
Financial Reporting in Canada, 1957 ($4.00)° 
Accounting Terminology 
Integrated and Electronic Data Processing 
in Canada . 
Accounting for the Forest Product Industries .. . 
Grain Accounting in Canada 
Municipal Finance in Canada 
Auditing Procedures, by Dell & Wilson 
Should Small Business Incorporate? 
Chartered Accountant Examinations in Canada— 
a guide for students 
An Approach to Selected Business Problems ... . 
Canada’s Investment Business ~ 


| Examination Questions and Solutions 
Questions — 1952, 1954, 1955, 
1956, 1957 intermediate and final 
Solutions — 1955, 1956 .50 each 


Accounting and Auditing Research Bulletins 


Bulletin No. 2 and Nos. 4 to 15 inclusive ..  .25 each 
(available in English and French) 
Binder for bulletins 


*Special price to members only. 


| Order these publications (postage prepaid) from 


She Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 





CLASSIFIED ADVERTISEMENTS 
All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 
Closing date is 13th of preceding month 





PRACTICE WANTED: Chartered account- 
ant desires to purchase accounting practice 
in small city in Ontario from sole practi- 





tioner. Box 816. 
ACCOUNTING PRACTICE WANTED in 
Winnipeg area — outright purchase or 


agreement for succession. Box 812. 


SMALL ACCOUNTING PRACTICE or in- 
dividual accounts wanted. Direct purchase. 
Montreal district. Box 819. 








ACCOUNTING PRACTICE WANTED in 
Toronto or vicinity by purchase or succes- 
sion agreement. Box 820. 


CHARTERED ACCOUNTANT, Toronto 
area, with $12,000 gross desires to merge 
with C.A. in approximately same position. 
Box 813. 





CHARTERED ACCOUNTANT, Bacheior 
of Commerce degree, municipal and insur- 
ance experience requires position in Toron- 
to area. Box 801. 


CHARTERED ACCOUNTANT, age 35, 
married, 12 years excellent public account- 
ing experience including supervision of au- 
dits, requires responsible position with 
partnership prospects with public account- 
ing firm in Toronto. Box 814. 





PUBLIC ACCOUNTING — C.A. (prize 
winner), B.A., age 28, desires position in 
British Columbia with progressive firm, 
possibilities of partnership. Box 818. 





CAPABLE GRADUATE to manage branch 
office of C.A. firm in Southern Ontario. 
Partnership possibilities. Box 821. 


OFFICE MANAGER for Kitchener manu- 
facturing company. State experience, age, 
marital status, and salary required. Box 
811. 





STUDENT REQUIRED: Fourth or fifth 
year. Sharp, Milne & Co., Room 902, 80 
Richmond St. West, Toronto — EM 6-1196. 





AUDITOR IV required by Sask. Dept. of 
Public Health, Regina — Comp. c/c5423 
Salary Range: $442 - $535 
Applicants require completion of all re- 
quirements for writing final chartered ac- 
countant examination or preferably a C.A. 


To direct the work of the accounting and 
auditing staff in the branch and to act as 
consultant to hospitals in the province on 
financial and budgetary matters. He will 
be responsible for the standard of account- 
ing and financial control of hospitals and 
for revising present and implementing new 
costing and control systems. 

This is an excellent opportunity for a young 
C.A. to gain experience in the growing field 
of hospital care plans. 

For further information and application 
forms, apply Public Service Commission, 
Room 328, Legislative Building, Regina, 
Sask. 

Closing when qualified applicant is ob- 
tained. 


C.A. WANTED: An opportune opening is 
available in Ottawa with a national firm 
of chartered accountants for an outstand- 
ing senior C.A., capable of directing and 
planning work of audit staff. He should 
have not less than 3 years experience since 
qualifying. Write in strict confidence to 
Box 815. 


FIRM OF CHARTERED ACCOUNTANTS 
in Interior B.C. town have opening for 
recently qualified man (or one sitting finals 
this fall) in varied, interesting practice. 
Position holds definite partnership prospects 
and calls for initiative and willingness to 
accept responsibility. Reply with full per- 
sonal and career details, and stating salary 
and probationary period expected to Box 
817. 


CHARTERED ACCOUNTANT required by 
The Alberta Securities Commission; full- 
time position checking and _ analyzing 
financial statements of brokers and others. 
Salary range $6,840 to $8,580 per annum. 
Applications stating age, experience, should 
be addressed to Mr. F. D. Betts, Director 
of Personnel, Legislative Building, Edmon- 
ton, Alberta. 
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The Corporation of the 
City of Hamilton 


requires 


A SUPERVISOR OF SYSTEMS 
AND PROCEDURES 


who is a member of a professional ac- 
counting society for a position in the 
Treasury Department. This position 
offers an exceptional opportunity to 
participate in an extensive accounting 
reorganization of one of the most 
rapidly growing cities in Canada. 
Modern mechanical and data process- 
ing equipment is in use. Pension, va- 
cation, sick leave allowance, hospital 
and medical insurance available. Sal- 
ary range — up to $7,950.00 depend- 
ing upon experience. 


Reply in confidence, stating age, edu- 
cation, experience, to 


Director of Personnel 
City Hall, 
Hamilton, Ontario. 


HERE'S HOW 


to get your free copy of 


GRAND & TOY’S 


CATALOGUE 58 


100 pages of IDEAS for improving 
office routine, systems and 
furnishings— 


@ Office Supplies 
@ Systems 

@ Business Printing 
@ Business Furniture 


Ask your G & T Salesman 
—At any G & T Store 


Or write 33 Green Belt Drive, 
Don Mills, Toronto. 


Baste lee eh 


tl ttt Dd 
OFFICE SUPPLIES ~ PRINTING ~ BUSINESS FURNITURE 
TORONTO - HAMILTON 


@ HELP YOUR CLIENTS---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 

@ Save collection and bookkeeping costs and avoid credit losses. 

@ The low cost way to convert their tied-up capital into working cash. 
LOWEST RATES — FOR FULL DETAILS, PHONE OR WRITE 


Cactia~ tacters 


corRP ORATION wLremtwt?teéo 


400 Ontario St. W., Montreal 2, Que 


Bank 
Confirmation 
Forms 


AVenue 8-5115 


Blank, per 100 


Imprinted (minimum 


Per 100 additional, 
ordered at same time $3.50 


Postage or Express Collect 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - : - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - . Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West - : - - - Toronto 1, Ont. 












































WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - : - - - Toronto 1, Ont. 


! BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors | 


464 St. John Street - -  -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 


LIFE INSURANCE 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 


MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 
CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 
25 Kinc St. West Toronto, ONT. 


MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 830 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN ~— J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
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* cut costs 


* reduce 
errors 


* {mprove 
control 


NOW—A LOW COST 
Versatile Accounting Machine 


For less than 70¢ a day*youcan have... @ Up-to-the-minute accounts receiv- 
@ Customer's statement and ledger able control producing accurate 


posted, balanced and automatically credit information. 
proved accurate in one operation.» Instant conversion to duplex add- 


@ Early mailing of statements which ing machine. 
speeds collections . . . accounts are 
always in balance and consequently 
statements are always ready for 
mailing. 


@ Column selection is varied from 
one line of posting to another by 
simply moving the lever on the key- 
board. Even a change to a widely 

@ Time-consuming checking opera- varying application takes a matter 
tions are eliminated .. . a trial of seconds—a quick switch of the 
balance may be taken at any time. control plate by the operator. 


Sinterest on investment—depreciation—all-expense maintenance 


ee en , tL LE a ae 1d) ey Ba 
nderwood Ltd., Adding and Accounting Machine Sales, 


i 135 Victoria St., "Toronto 1, Ontario. 

1 Send me full information, proving that the Post-Master 
post-mas 1 “92” will really cut my accounting costs, ' 

, COMPANY guiare acta 

\ ; i : ! 


CCA-3-80 





ETYPE and 
DATA PROCESSING 


... they're natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this time-saving method is based on 
today’s modern “‘mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


eco 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 


For the booklet “BELL TELETYPE’S Place In Your 1DP Program”, 
write or phone (collect) to: 
MONTREAL — 1060 University St. 

Tel. UN 6-3911—Ext. 2981 
TORONTO — 393 University Ave. 

Tel. EM 8-3911—Ext. 2151 


BELL TELEPHONE COMPANY OF CANADA 











